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New Dimensions in Data Processing... 


SIXTH ANNUAL 
DATA PROCESSING CONFERENCE 
AND EXHIBIT 


February 29 - March 2, 1960 
Statler Hilton Hotel / New York 


A. THis SpecIAL AMA CoNFERENCE you can check the most 
up-to-date approaches to planning, organizing, and maintaining 
smooth-running processing operations and pick up the practical infor- 
mation you need to tailor processing methods to meet your company’s 
needs. 


Conference speakers will describe how to recognize new uses for 
valuable and readily available data . . . tell how leading companies 
are developing and improving their information handling and storing 
services. 


Heavy emphasis will be on helping you spot and avoid potential 
trouble spots—and on treatment of such vital topics as. . . 
. data processing as a major aid in decision-making 
. more effective means of “capturing” data you must have 
. . new photographic data-processing methods 
. controlling plant operations with data-processing techniques 
. selecting and changing systems to meet new requirements 


SPECIAL EXHIBIT OF DATA-PROCESSING EQUIPMENT 


Held in conjunction with the conference, this special exhibit 
helps you relate presentations with the various types of 
equipment available. 


Plan to use this conference and exhibit as the starting point of more 
productive data-processing operations in the next year. Make your 
reservations now by writing, wiring or phoning Dept. M2, AMA. 


American Management Association, Inc. 
1515 Broadway, Times Square 
New York 36, N. Y. / JUdson 6-8100 
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e “I'm a stranger here myself.” Through bland ignorance of 
local customs, American management has lost more opportuni- 
ties for good will and profitable business in Latin America than 
you can shake a maraca at. And the same is true of Europe 
and the East. In this month’s opening feature, STEFAN J. 
Runprt tells how a knowledge of local manners and mores 
can help you avoid embarrassing and costly faux pas in per- 
sonal contacts and in direct mail, packaging, and advertising 
beamed overseas. 


“Author! Author!” If you think back over the business articles 
you've enjoyed and profited from over the past year, chances 
are you'll find that most of them were not written by pro- 
fessional journalists but by managers who had something to 
say of practical interest to other managers. For the literary 


pros may always have the corner on style, but in business 
writing the operating manager has the unfailing advantage 
of being able to speak from first-hand experience. On page 
14, Prtson KELty (himself an after-hours writer of no mean 
accomplishment) tells how the so-called amateur, writing for 
the business press, can do a professional job of it. 


Research: The big payoff. Among the bright prospects for the 
sixties are the handsome returns industry can expect to reap 
from its intensive research efforts over the past several years. 
And consumers are in for some pleasant surprises, too. 
Dexter M. KEEzER’s article on page 23 previews some dra- 
matic changes that will benefit individual companies and the 
economy as a whole. 

Now—or for future reference. Whether or not it is actively 
on the market for new acquisitions, every expansion-minded 
company can profit from Ropert SprRovut’s article (page 
28) on the ins and outs of buying a business, which—because 
of its comprehensiveness and specificity—might well have 
been subtitled, “the compleat guide to greener pastures.” 


—Tue Epirors 
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‘When 


The importance 


of understanding 


customs, manners, and mores 


in doing business abroad 


Stefan Jean Rundt 
S. J. Rundt & Associates 


Tue UNITED STaTEs is the foremost international trader and in- 
vestor of all times—both in dollars and cents and proportionately. 
Our share in world-wide commerce is roughly one-sixth of all global 
traffic beyond national boundaries; in manufactured goods, it is 
more than one-fifth. Never before in history has a single nation 
staked as much as we have in foreign lands. 
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This nation cannot maintain its unique standard of living without 
foreign trade. Our exports are no longer the tail that fails to wag 
the dog; as long as our budget is unbalanced, our external payments 
in the red, our trade under pressure of keen rivalry, our gold sharply 
diminishing, and our dollar in need of defense, we must sell abroad 
in order to live—or at least live in the style to which we have become 
accustomed. 

In some respects we, too, are a have-not nation, urgently requiring 
such imports as iron ore, pulp, and scores of other materials. With- 
out imports, our newspapers would have but four pages or they 
would cost a dollar. Automobiles, TV sets, and refrigerators, which 
contain dozens of items which we do not have or of which we have 
not enough, would become luxuries obtainable by but a few. 

To import we must export, because it would be unsound to 
balance our trade from the American taxpayers’ till. Under these 
circumstances, our paramount problem becomes one of learning 
how to get along with the peoples of our shrinking planet, and with 
their official representatives. 


THE WORLD OUTSIDE 


In this field, only a small minority of American businessmen are 
experienced. Such a shortcoming is not surprising. Business cus- 
toms, sales methods, and advertising techniques within the United 
States are relatively uniform, and most of us are distant from foreign 
soil. Historically, this country adhered to isolation up to World War 
I, but now more and more Americans, in public service, in industry, 
in finance, and in commerce, will have to deal with the “outside” 
world—and will have to be successful in their efforts. 

A year or so ago, The New York Times reported that half of our 
Foreign Service Officers, including 70 per cent of all new men 
joining the service, have no speaking knowledge of any language 
other than English. Scores of our envoys and many hundreds of 
attaches are unable to read the daily newspapers where they are 
stationed. In a canvass of fifty-four countries where American 
career ambassadors have posts, twenty-four, it was found, are not 
fluent in the so-called primary native language, and eleven can speak 
it but haltingly. Fifteen get along when talk shifts to the so-called 
secondary languages of their territories, but ten of them have no 
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command of even the alternate tongue, such as Swedish in Finland, 
or French in Greece. 

Private enterprise is often doing a great deal better than our 
official agencies. There exist today few, if any, among our big com- 
panies that would let a man run a plant in Venezuela unless he 
spoke at least some Spanish. And there are many businessmen of 
all echelons, born and bred here, whose command of anywhere from 
one to six other idioms is masterful. 

But just the same, many commercial travelers or fact-finding 
senior executives sent abroad are blissfully ignorant of languages, 
customs, traditions, daily habits, social musts and taboos, prides and 
prejudices, dislikes and preferences, cultural attitudes and inclina- 
tions, social structures and governmental systems, intellectual and 
religious concepts, financial practices, or commercial usages preva- 
lent in the almost ten dozen sovereign nations outside our frontiers, 
and the literally hundreds of distinct areas within them. 


BUMBLES, BLUNDERS, BUNGLES 


Nothing is quite as dangerous as lack of knowledge—unless it be 
lack of the knowledge that one lacks knowledge. It costs American 
concerns tens of millions of dollars to change personnel abroad and 
to straighten out what some inept or unfit employees or executives 
have done in damage to relationships abroad. It is difficult to esti- 
mate how much ill will is created, both for their companies and for 
their country, by the many American businessmen who still follow 
such thoughtless practices as sending Christmas greetings to Moslem 
customers. And there are other less obvious pitfalls. In Islamic 
lands, all symbols depicting a likeness of animal or man are in viola- 
tion of the Koran and must be avoided. On the West Coast of Africa, 
no trade-mark may show “doubles”— i.e., two of a kind. Such a 
list of taboos could be extended indefinitely. 


Errors in Correspondence 4 


Fantastic errors are sometimes made by personnel who lack a 
thorough personal knowledge of the people with whom they wish to 
do business. Take, for example, errors in correspondence. Phrases 
common in American business, particularly in sales correspondence 
and advertising, are regarded by many foreign businessmen as taste- 
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less, to say the least. The use of exaggerated enthusiasm and high- 
pressure salesmanship are rarely appreciated. The common practice 
of using window envelopes for mail other than such papers as in- 
voices, remittances, or bills of lading is often considered poor taste, 
impolite—and even, to some, an affront (“efficiency by way of 
laziness” ). 

Innumerable letters are written in Spanish to Brazil, a country 
Cincidentally, one that is a good deal larger than ours) whose people 
are justly proud of their nation’s history and its Portugese language. 
In at least one case, the entire West Indies were swamped with Span- 
ish literature, complete with covering letters in the best Castilian. 
Traders in such places as Willemstad were not exactly happy. The 
fact that Bermuda was also included in this mailing for good measure 
elicited a tart response from one British gentleman: “Thank you 
for your kind lines. . . . We should, however, appreciate it if in the 
future you were to be good enough to correspond in French, in the 
event that English is not within the realm of the possible . . .” 


. . and Even Colors 
One export firm sent mailing inserts all over the Hispanic world, 


printed in scarlet on yellow—the colors of royal (and Franco) 
Spain. Falangist adherents and Legitimists in Salamanca were out- 
raged by this “degrading use of the Royal Standard,” while quite a 
few Central American customers interpreted this color scheme as a 
sinister Yankee effort to bring the Bourbons back to the throne of 
Castile and Navarre. 


CRITERIA FOR OVERSEAS PERSONNEL 


These examples give some idea of the difficulties that arise when 
uninformed or careless personnel are involved in a company’s over- 
seas operations. On the positive side, there are ten basic criteria 
that all those who wish to deal with individuals, firms, or authorities 
in foreign countries should be able to meet: 


1. Tolerance 

Tolerance is probably the primary sine qua non for all those in 
direct or circuitous contact with peoples other than Americans. Our 
would-be transoceanic bridge-builders must at all times be cognizant 
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that others have the right on their soil to do as they please. It is the 
inalienable prerogative of men to create within their society their 
own concepts of mores and morals, their own standards of conduct. 
When we go abroad to sell or to invest, we are the “foreigners” who 


must conform. 


2. Flexibility 

Flexibility is the second vital requirement for those who want to 
be ambassadors of good will for company and/or country. The so- 
called “natives’—and that is an unfortunate term, reminiscent as 
it is of primitive jungle folk—have developed their own way of life, 
and ours, no matter how superior in our eyes or how much further 
advanced in our terms, cannot be exported and installed without 
considerable modifications. 

Not only do the mannerisms and attitudes of men need adjust- 
ment, but marketing approaches and even the merchandise itself 
may require modifications. Our cigarettes here are cellophane- 
wrapped to keep the moisture in; along the equator, they must be 
advertised as cellophane-wrapped to keep the moisture out. 


3. Humility 

Decent humility is the third criterion in dealings abroad. No 
matter how proud we may be of ourselves, in other cultures we look 
just as strange or even funny to others as they may appear to us. 
To patronize, to condescend or, worst of all, to play the superman 
can transform the most pro-American foreigner into a veritable 
Yankee-hater in no time. In most countries overseas, it sounds better 
to say quietly: “We do not think that our company need fear any 
competition,” rather than to yell out loud: “We are the gosh-darn 
best in the world!” Even when our products are of a uniquely high 
quality, let us bring this out in modest terms and give the prospec- 
tive customer a chance to prove it to himself. 


4. Justice and Fairness 

Justice and fairness are next on the list. It is grossly unfair to 
state, even by implication, that “these guys down there have only 
yesterday hopped from the banana trees into the Cadillacs.” Many 
foreigners who do things that look primitive or droll to us may 


THE MANAGEMENT REVIEW 


d 
‘al 
8 


trace a far more noble lineage than ours farther back into history 
than we can hope to do. And there are people right here in the U.S. 
who have jumped into Cadillacs from places a great deal less lofty 
or inspiring than banana trees. 

A typically American business dogma contributed substantially to 
our unmatched material successes: “The customer is always right.” 
Why not apply it reasonably abroad? 


5. Adjustability to Varying Tempos 

Tempo is another important factor in dealings overseas. Our 
own peculiar speed is not invariably appreciated in other parts. 
Especially in warmer climates, people have been taught by centuries 
and millennia of experience to take it easier. We may think that 
they procrastinate, but they have merely attuned themselves to 
nature—and, incidentally, they may get more out of life than we do. 

It takes sometimes a great deal of patience to keep up with dif- 
ferent tempos outside the United States. In Caracas, they often 
seem to out-hustle New York, but nobody in Rio will arrive for an 
appointment on time. 


6. Curiosity and Interest 


Sincere curiosity and interest in what makes others tick has never 
hurt a traveler or resident in far-off lands. Give them a chance to 
tell you what they have that differs from what we have. The differ- 
entness of our world is what makes business outside our country so 
varied, so enjoyable, so changing, so challenging, and so profitable 
for those who grasp it. The bar of the best hotel in a foreign city 
may not be the most advantageous place to learn how the city or 
the country goes about its daily life, in pleasure or serious pursuit 
of business. 

This is not to suggest that anybody should throw away his green 
American passport and turn native, or that in Rome he should out- 
Roman the Romans, or that he should forswear all that is part of 
his nature. But it would appear to be prudent and profitable to ex- 
plore more thoroughly every possible aspect of an unknown land, 
and even of a country with which one already is a little familiar. It 
takes time before one really comprehends alien peoples and areas and 
learns what one does not know. But an effort of intense intellectual 
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adventure usually results in better knowledge in shorter time—and, 
ultimately, in bigger business. 


7. Knowledge of the Country 

Detailed knowledge of peoples and countries is the ultimate need 
of all those who would do the best business abroad. In this field, 
there hardly is an end to what one can learn to practical advantage. 
First of all is the obvious necessity of learning the language. It is 
patently impossible to understand any country, even most super- 
ficially, if one is unable to express oneself, to exchange thoughts, 
or even to read the signs, the papers, and the books of the area. 

In addition to language, it invariably helps when one has at least 
some idea of the history, the geography, the government, the sensi- 
tivities and etiquettes, the economic factors and customs, the pecu- 
liarities, and the many so-called “intangibles” and “imponderables” 
of a foreign land. To appreciate how a people developed and why, 
and how it came to think as it does and act as it does, will in the 
final analysis be spelled out in net profits. 


8. Liking for Others 

To be truly successful in one’s search into the finer points of other 
peoples, one must like them. A waiter who cannot smile, it is said, 
should have become a guest. By the same token, an international 
business executive who does not like “foreigners” and far-off coun- 
tries should have stuck to domestic business. 


9. Ability to Command Respect 

It happens to be an American trait to want to be liked and even 
loved by others. This is a difficult goal to achieve. The mightiest 
power on earth (and its representatives), the richest giver-nation of 
all times (and those who are its citizens) will not be readily liked 
to begin with. Envy, fear, and unfriendly propaganda militate 
against our being automatically liked. 

But a more serious weakness quite frequently seems to be that 
we are not respected. It takes much tact, good taste, nimbleness, 
and perseverance to gain respect. The shallow, the promotional, 
and the roughshod will never succeed. Yet it is more important to 
be respected than to be liked. Respect results in trust, and trust can 
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become liking. Thus it is best at the outset not to try to endear our- 
selves emotionally, but rather to win the intellectual acknowledge- 
ment and then the faith of those with whom we deal abroad. 
Dignity cannot be bought, and esteem must be earned. 


10. Ability to Integrate 


Integrate, when working abroad. Only what is good for the host 
country can in the long run be good for the supplier or investor. 
Fast bucks can be made by the short-sighted or the ruthless, but, 
over the years, only those who work with the stream of forces preva- 
lent in any given country will prevail. Some of us still have the mis- 
sionary zeal and, with good intentions and a fat check book, hope to 
transform strange surroundings to something comfortably familiar. 
That is not only unrealistic; it is also bad business. 


MORE DO’S AND DON'TS 


These ten basic requirements for those dealing with or in other 
countries are not abstract or theoretical factors. Indeed, they are 
the criteria upon which, since time immemorial, traders have based 
their relationships. Today, 5,000 years after the earliest Phoeni- 
cians, they are the tenets of scores of American companies with long 
records of success throughout the world. 

Additional points may, of course, be stressed. A sense of pro- 
portion, for example, is invaluable. It would be foolish to try 
high-pressure sales of highly advanced equipment where neither 
know-how nor an economic basis exists for its utilization. Where 
plowshares are needed, the establishment of a precision tool plant 
may be premature. 

Our selling methods are usually much too vigorous for non- 
Americans. Most Americans make the schedules of their business 
trips much too tight. Time is needed on visits to establish closer 
personal and individualistic relationships with distributors and cus- 
tomers—and with their families. If Don Pedro has a daughter who 
is a devotee of popular songs, it surely will not hurt to bring her the 
latest records. To remember birthdays, name days, or national holi- 
days is always good; to ask to be shown the local cathedral will 
cement relations better than insisting on spending that extra Saturday 
afternoon at the Anglo-American club. 
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To admit our shortcomings is generally better than blithe conten- 
tion that we are perfect, or nearly so. To stress the age of one’s 
company and the quality of its products usually goes further than to 
emphas‘ze the size of the plant or the quantity of its output. 


POLITICS AND POLITICIANS 


As to dealings with foreign authorities, no outsider should enter, 
interfere with, or try to make too much hay of local politics. Overt | 
politics should, of course, be discreetly avoided. Yet anybody doing . 
business abroad will have to keep thoroughly abreast of foreign 
politics, whether he likes them or not. 

Although one should never hang one’s business hat on individual 
official personages, it is well to establish all sorts of contacts—but 
not merely among the elite, lest one lose the touch with the com- 
munity at large. To know merely the head of the Exchange Control 
Authority, the leading local citizens, and the social upper crust can 
lead to such misjudgments as took place when most of the American 
colony in Havana, the day before New Year’s day, 1958, was still 
willing to bet that Batista would never be unseated. 

To play it too closely with the top echelon of a foreign government 
can have ugly results. Close relations with the permanent civil 
service staff is often safer and at least as effective. Where top-level 
dealing is unavoidable, it should be courteous, correct, but devoid 
of unnecessary intimacy. And in such cases it may be well to hedge, 
as one would in the foreign exchange market. There are U.S. com- 
panies in Castro's Cuba still doing quite well. They have never had 
much interference in their business, their relations in the com- 
munities where their plants are located have always been good, and 
their labor relations are first-rate to this day. Their management 
is mainly composed of Cuban nationals, and they have always acted 
in the host country’s true interest, as well as in their own. In 
certain cases, they have even dissociated themselves from the official 
political posture of Washington. (Admittedly, time is running out 
in Cuba, even for these world-wise concerns. ) 


STEPS IN THE RIGHT DIRECTION 


Deftly guided public relations are even more necessary abroad 
than at home, if one is to bridge the many natural gaps one en- 


THE MANAGEMENT REVIEW 


5 
ae: 
; 


FEBRUARY, 1960 


counters. Our biggest corporations are advised by experts in the 
field—and there are highly specialized advisors in the area of 
“dealings with peoples and authorities abroad.” Here at home, most 
of our successful corporations have created a positive public under- 
standing, a favorable image for themselves; overseas, quite a few 
leading companies have failed to do so, and many have discovered 
at great expense that one cannot be satisfied simply to play the role 
of the producer and merchant without regard for public opinion at 
large. 

That there is real need for improvements in the intricate business 
of getting along outside the United States is nowadays acknowledged 
by our foremost concerns. Not long ago, the Business Council for 
International Understanding was established, under the sponsorship 
of American companies whose names are known across the world. 
This organization is now giving good will courses of six weeks’ dura- 
tion, in which responsible executives in international business are 
offered intensive, practical training in how to act and to react 
abroad. 

This effort, and others of a similar nature that are now underway, 
should spell the beginning of the end for overseas misfits and 
bunglers. 


INTERNATIONAL GATHERINGS 


In addition to such organizational efforts, nothing helps more to 
bridge the mental and business gaps across the borders as much as 
do well-planned and expertly handled international gatherings. Get 
the senior executives of your overseas distributors, agencies, and 
affiliates to visit you and your plant. Get their American counterparts 
to travel more abroad. Arrange for the comers of the next generation 
abroad to train in this country and, conversely, send promising 
young men of your staff overseas for longer periods to study and 
absorb all they can. 

He who would sell or operate anywhere had better know the 
market, and each market is different. The key to success in foreign 
operations can be summed up in a single sentence: Study the mar- 
kets and act in accordance with the differences you find, in dignity 
and to the equitable advantage of all concerned, for the benefit of 
your company and your country—for firm and for flag. @ 
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For the Executive 


WRITING 
FOR THE 
BUSINESS 
PRESS 


a Pilson W. Kelly 


Ford Instrument Company 
Division of Sperry-Rand Corporation 


Is OUR RAPIDLY CHANGING TIMES, many aspects of business and 
management need to be described, explained, or discussed—and 
it often happens that the managers who know most about a subject 
never put a word about it on paper. There are probably several 
reasons for this—lack of time, lack of inclination, lack of oppor- 
tunity for publication—but the main reason is probably nothing 
more than the manager's feeling that “I’m not a writer.” 

To a greater or less extent, this may be true, but the ability to 
write for business and management publications is one that most 
executives can develop, once they have a few basic guideposts. 

The art of writing consists of simple methods for making things 
easy and beneficial for the reader, rather than for the writer. In 
the same way that a profession has been defined as a conspiracy 
against the layman for his own good, writing is a conspiracy against 


Mr. Kelly is the author of numerous articles on subjects of business 
interest, including “Memos That Get Across” and “Some Parables on Problem- 
Solving,” which appeared in previous issues of THE MANAGEMENT REVIEW. 
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the reader for his own benefit. The reader’s interest must be cap- 
tured quickly and held against many distractions—oft- even 
against his life-long views and prejudices—in order to give him 
the benefit of ideas or information he should have. 


ELEMENTS OF WRITING 


The Polynesian neighbors of Robert Louis Stevenson came close 
to the essential nature of a writer when they called him “Tusitala” 
—Teller of Tales. If we go back to the first great western epics, 
Homer’s Iliad and Odyssey, we find that the stories antedate the 
writing, for they were told by word of mouth for centuries before 
writing became common. The story came first, and after that the 
writing. It remains so today: the story is the important element. 

A good “story” on any subject usually has pretty much the same 
characteristics as a good painting: It has a center or centers of 
interest, with enough panorama to show them clearly and distinctly 
in relation to the background. The result is believable, because it 
is geared to reality in the sense of man’s common experience. 

Most good paintings have interest, clarity, distinctness, and 
organization, but the industrial article must also have usefulness 


to readers, giving them practical suggestions for improving their 
work, or at least an increased understanding of it. In the best 
articles, the reader finishes with something that he didn’t have 


when he started. 


Selecting a Subject 

Most of us have heard of the old recipe for rabbit stew that 
began with the words, “First, you catch a rabbit.” The first step 
in writing for publication is similar: first, have something to write 
about. 

In addition to its usefulness to industry, it is extremely helpful 
if your subject can measure up to three other criteria: (1) it’s a 
subject you understand; (2) it’s a subject you know from more than 
one viewpoint; and (3) it’s a subject in which you have a lively 
interest. 

It’s always best to write about something you understand, and 
understand over a fairly wide range—preferably something from 
your own experience, rather than dug out of a library. The stereo- 
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scopic effect that results from the proper combination of data taken 
from two slightly different points of view can do as much for an 
article as it does for a three-dimensional picture. Most of us know 
some subjects from two viewpoints: supervisor and workman, shop 
and office, sales and service, government and industry, tax and 
financial, military and industrial, and so on. The reader receives 
the benefit of this additional perspective without being required 
to bring it to his reading. 

One can usually do the best job with subjects that have his 
interest and enthusiasm. Man’s heart is where his treasure is, 
and he can usually get the most out of situations he has put 
something into. A prolific writer does not necessarily love many 
things, for it is possible to pick one broad theme and write on 
various aspects of it for a lifetime, as Dickens did on needed social 
reform, and as Michael Pupin did on electrical resonance. 

Thus, one way to select the subject of an article is to list the 
ones you understand with stereoscopic vision, cross out those you 
have little interest in, and pick the most useful to industry at the 


time. 


Telling the Story 

There are prerequisites to most accomplishments. When one 
sets out to acquire a professional license or a Ph.D. degree, he 
usually starts when he is young, so he will have it when he is old. 
Similarly, it is unreasonable to expect to become a competent story- 
teller without some practice—which, happily, is easily obtained. 

One way to obtain such practice is to tell bedtime stories to 
children between three and five years old. This is an application 
of an ancient and effective principle: start toward the beginning 
of things, if possible, where they first come out of the ground. If 
you pride yourself on your capacity for exposition, you may be in 


for a shock. 

Start with The Three Pigs. If you get your pigs mixed, or if 
the first pig's hut was made of straw last night and of sticks tonight, 
you'll hear about it. Then, with Daniel in the Lion’s Den, what 
is a den, and how did Daniel get into it in the first place? When 
a half-dozen stories go over without contradiction or question, rest 
assured that your exposition is clear and reasonable. (Be sure 
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to pick up a copy of Aesop’s Fables, because you're going to have 
to keep this up—by audience request.) 

Another way of obtaining practice in exposition is to talk to 
the high school boys in your neighborhood. If you can’t help with 
their school subjects, almost anything done for a living is interest- 
ing to them—automobile repair, traffic management, personnel 
work, and the like. 

Still another approach is to listen to your associates telling 
anecdotes and stories. Some of these raconteurs are better than 
others. Notice the differences; recast some of the tales and see 
whether you can tell them at conversational speed in less than 30 
seconds. Write them, condensing still further, without terseness. 
One way to become a Tusitala, a teller of tales, is to get into the 
habit of telling one occasionally. 

In pursuing the story, let us be careful about what we under- 
take to explain, for we have it on the word of Voltaire that anything 
really requiring explanation cannot possibly be explained. 


Clarity and Distinctness 


What seems to be the best description of clarity and distinctness 
comes from Leibnitz, a mathematician and logician of several 
hundred years ago. According to him, an entity is clear when it 
can be defined precisely; otherwise it is obscure. The clear thing 
is distinct when the parts, and the parts of the parts, and their 
mutual relations can be defined; otherwise it is confused. The 
ability to define and relate the parts, and the parts of the parts, 
is indispensable to the accurate writer. 


Sources of Error 


The writer can do two things to help. himself to avoid errors 
in his writing. He can refer occasionally to a standard list of 
fallacies, or errors in reasoning; and to familiarize himself with 
the fountain springs of error, he can review the idols of Francis 
Bacon: The Idols of the Cave, concerning the aberrations of the 
individual man, such as predisposition to antiquity or to novelty; 
the Idols of the Tribe, which cause us to follow past thinkers 

blindly into changed conditions and ignore proof to the contrary; 
the Idols of the Marketplace, which cause us to twist language “to 
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seek our own advantage; and the Idols of the Theatre, which 
cause us to set ourselves up in a dream world which has no exist- 
ence whatever in fact. Few troublesome problems of industry can- 
not be traced back directly to one or more of the Idols. 


Editors and Writers 


The editor constitutes a reserve battalion in support of the 
writer. The editor knows the requirements of his readers, their 
likes and dislikes, and he is both willing and able to make many 
subtle improvements in the script. 

It’s well to remember that the editor is on your side. His pur- 
poses are the same as yours: to bring the clearest, most cogent, and 
most helpful ideas to the attention of his readers. An editor will 
never turn down a really useful article because it lacks professional 
style; give him a clear, well-reasoned exposition with real sub- 
stance and he'll be glad to spend some time smoothing over the 
rough spots. 


TECHNIQUES OF WRITING 
An executive writing for publication can’t possibly ‘spend the 
amount of time that a professional writer would devote to his task. 
That's why he must make use of the quickest, most effective tech- 
niques he can find to help him to tell his story with a maximum of 
efficiency and a minimum of waste motion. 


Research 


A common question to a writer by avocation is “When do you 
ever find time for your research?” Research is a much-abused 
term in writing. Independent, original work is one of the most 
useful subjects of industrial writing, but there is not much of it, 
and the term research is commonly extended to mean looking up 
what others have written. This has many deficiencies. 

In the first place, it is a laborious process, and sometimes, 
despite the best efforts of librarians, one can find everything except 
what he needs. More importantly, the reason most industrial prob- 
lems are problems is that there hasn't been much effective writing 
concerning them. By the time there is much in print on a subject, 
industrial interest often has passed to other things. Besides, there 
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is the evil of successive diminution: an expert writes part of what 
he knows, the writer absorbs it without the expert’s background, 
losing something in the process, then translates it, losing some 
more. The reader would do better to refer to the expert in the 
first place. In addition, the work can get far from reality as the 
writer starts to sound like the couplet from Kipling: “O this | 
heard, and that I read, and this was noised abroad,/ And that I 
got from a Belgian book, on the word of a dead French Lord.” 

When an executive is well-versed in his subject, he can prac- 
tically dispense with research, except to verify facts. The best 
position of the manager-writer seems to be: “All of this I saw— 
and part of it I was.” 


Approach and Outline 


Approaching a subject is best done in the same way that a 
mountain climber examines a mountain. He looks it over care- 
fully from many viewpoints, noting the various aspects, differ- 
entiating between the promising and the less attractive, and select- 
ing the best approach. 

It’s helpful to make a detailed outline of the article before any 


writing is done. One way to arrive at the order of presentation is 
to note the various possibilities and select the one which most 
naturally fits the subject. Once the chief elements of the subject 
are identified, the natural method usually presents itself. 

Ordinarily, the writer can set forth his points chronologically, 
in order of increasing or decreasing importance, or by separating 
the pros and cons. The basic sections of the subject may naturally 
constitute an order of presentation. 

Although a clear, detailed outline is essential from the begin- 
ning, many writers soon learn to work from a mental outline, just 
as a battle commander may do at any moment what he guesses 
ought to be done, from his knowledge of the situation and his 
mental outline—and then write the master plan and grand strategy 
after the war. 


The Medium of Expression 


After the planning has been done and the framework has been 
tentatively decided, the fact remains that the presentation is going to 
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have to be made in words, and some kinds of words are better than 
others for exposition or explaining. The general rule of never using 
a complicated or obscure word when a simple one will do the job 
still holds true. In English, the Anglo-Saxon and the related 
Danish, Norse, and Middle English words have the most precise, 
unmistakable, universally understood meanings. Words of Latin 
origin, which compose most of the remainder of English, are much 
less precise and much more easily misunderstood. For example, 
beat or hit is more precise than assault or attack; and house or 
dwelling gives a clearer understanding than structure or edifice. 
Of course, when we need a word of broad range, we will usually 
require a word of Latin derivation. But to explain things clearly 
and unmistakably, it helps a writer to favor the northern words, 
which can be recognized by their short, one-piece, clear nature. 
Another effective technique of exposition is the topic-sentence 
type of paragraph construction, in which the first sentence con- 
tains the gist of the paragraph and the remainder describes it more 
completely. 


Argument and Controversy 

Generally speaking, argument and controversy should be avoided, 
but many interesting subjects of importance to industry naturally 
require them. One way to make a contribution without offense is 
to present both sides and let the reader take his choice. 

A considerable increase in effectiveness was brought to this 
method some centuries ago by Thomas Aquinas. He not only pre- 
sented the opposition’s position fairly and fully, but proceeded to 
strengthen and reinforce it better than its adherents could. When 
he had built the opposing position up to where it seemed im- 
pregnable, he would quickly knock it apart completely. For im- 
portant matters, this method is sometimes useful. 


Balance 

It is important to avoid seeming dogmatic or too authoritative, 
and an easy way to remember this is to recall the praying habits 
of the ancient Greeks. They assembled small statues of their gods, 
each on his own little altar; but there was always an extra altar— 
for the god who might exist without their knowing it yet. 
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However, balance and safety should not be bought at the price 
of so many pulled punches, reservations, and exceptions that little 
useful material is left. It is helpful in arriving at balance to reflect 
that it is much easier for an editor to tone down an article than 
it is to breathe life and power into one that has been diluted by 
timidity. 


Mechanical Procedure 

Consultation with writers indicates that there is no substantial 
agreement on the best method of putting an article on paper in 
typed form for submission. Some prefer to dictate to a stenographer 
or to a machine; others use a typewriter exclusively; others write 
their first draft in longhand. The choice seems to be personal, and 
each method has its adherents. 

There is considerable agreement, however, on these points: 

1. The handwriters often habitually write in ink, since the 
difficulty of erasure operates as a coercion on mind and hand to 
write precisely and deliberately. 

2. There is some evidence that writers with the fewest facilities 
operate at the best speed. For example, the lack of extensive typing 


assistance results in writing substantially in finished form the first 
time—a virtue caused by necessity. 

3. There is strong evidence that the best way to ruin the work 
is by too many drafts. Dictate the article roughly; bluepencil the 
draft into another draft, redpencil that, greenpencil the result in 
to the finished product—and the whole job may be refined to 
death. 


Finishing the Article 


It seems to be part of the nature of fine artists in any line to 
be their own severest critics, with an urge to make their work 
better. Perhaps this is one of the things that make them good 
artists. Recently, the guards at a museum were within an ace of 
arresting an old gentleman they discovered merrily painting over 
the corner of a treasured canvas, until they found that he was 
indeed the original artist. 

However, even good things tend to suffer from an excess of 
themselves, and often what is needed most is someone to take the 
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work away from its creator before he ruins it with “finishing 
touches.” Don't spoil things by working them over too much. If 
your articles are not satisfactory, try leaving off the finishing touches 
and see what happens. 


SUMMARIES, EXHORTATIONS, AND CONCLUSIONS 


Finishing an article resembles tiger-riding, in that one must be 
careful how he dismounts. It is a custom of the trade for the 
article to have a conclusion, in about the same way that a song 
ends with a chorus. One way of doing this is a concise summary; 
if the theme is widely spread, this is the last chance to unify it. 
It often helps to end on a note of encouragement to the reader, 
such as reference to ways to better things. On special occasions, 
such as writing in defense of a lost cause, one can go down with 
the turrets blazing, and, at happier times, end with the clang of 
cymbals. 

Writing is an uncertain activity, but two things were promised 
to the writer by the poet Aeschylus, several thousand years ago: 

1. He who sings to the gods a song of hope will find his prayer 
noticed. 

2. He who smites the lyre with a chunk of his soul will never 
lack an audience. + 
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SF New Era begins 


@ Dexter M. Keezer 


Director, Economics Department 
McGraw-Hill Publishing Company 


IN 1959 American industry spent over $9 billion on scientific 
research and development—that is, on research performed by pri- 
vate industry only. Add to this the several billion dollars spent 
by government laboratories, universities, scientific associations and 
private research organizations, and the grand total is about $12.5 
billion—two and a half times the sum spent on research in 1953. 

Spending on this massive scale is enough to create a major in- 
dustry overnight. In one sense, research and development is an 
industry—the “industry of discovery,” as Professor Sumner Slichter 
of Harvard University has aptly called the current efforts in in- 
dustrial research. And it is an industry whose achievements will 
determine the outlook for much of the U.S.’s growth and prosperity 
in the years ahead. 


This article is based on a chapter from New Forces in American Business, by Dexter M. 
Keezer in association with William H. Chartener, Douglas Greenwald, Robert P. Ulin, 
E. Russell Eggers, and Margaret K. Matulis, published by McGraw-Hill Book Company. 
© 1959 by McGraw-Hill Book Company, Inc. 
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This article considers the research “industry” as a key to general 
economic growth and stability. And it attempts to answer some 


basic questions about the research boom. For example: 


1. What striking developments—both in new consumer products and meth- 
ods of production in industry—are likely to come out of the research 


m? 
we did the amazing surge in research spending start, and who plays 
the major role in this industry of innovation? 

3. How much economic growth do we get from industrial research, and is 
it a stable pattern of growth? 

First, let us look at the growing importance of research in today’s 
economy. To the military expert, research has recently become the 
key to national defense. To the scientist, it is the accelerating 
“breakthroughs” in such exciting new fields as solid-state physics 
and chemotherapy. The president of a large corporation knows 
that more and more of his company’s sales are coming from new 
products. An economist might think of the recent revisions in 
economic theory that relate research to levels of income, employ- 
ment and investment.' 

To Wall Street, research budgets offer a good explanation of why 
capital and profits have been flowing to certain industries. Even 
Madison Avenue—in its campaigns to sell swept-wing autos or 
filter-tipped cigarettes—is standing on the edge of the research 
boom. 

All these developments, together with the multi-billion figures 
on research spending, testify to the growing impact of research on 
today’s economy. But the really dramatic nature of the research 
boom can be stated more simply: Today's research will change the 
way a family lives tomorrow—how people communicate, where 
and how they travel, what they eat and wear. In industry, re- 
search is unlocking new sources of energy, revolutionizing methods 
of production, changing the very structure of industry itself. For 
the economy as a whole, research on today’s massive scale removes 
the traditional limits on economic growth—a given supply of land, 
raw materials, labor, and skills—and in their place sets what Dr. 
Vannevar Bush once called an “endless frontier.” 

In more specific terms, we can predict a number of business 
developments that are literally scheduled for the next few years 


! See, for example, James S. Duesenberry, Business Cycles and Economic Growth, McGraw- 
Hill, New York, 1958, pp. 218-219 and 225-239. 
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as the result of applied research and product development that is 
now underway. Out of the research now reaching a commercial 
stage will come an increasing flow of new materials—such as new 
plastics, metallic alloys and ceramics—for use in both consumer 
goods and capital goods. In consumer goods especially, the new 
materials will make possible rapid changes in styling and packag- 
ing. In capital goods, we can expect faster, more compact machines 
and great improvements in the automatic control of machinery. As 
a result of these developments, which are already in progress, it 
seems safe to predict that over half of all capital expenditures in 
1965 will go to make new products or install new machines that 
were not on the market in 1958. The flow of new products and 
new processes, from advanced research to commercial testing, is 
already reaching these proportions. 


NEW CONSUMER PRODUCTS 


Looking further ahead, no one knows exactly what new prod- 
ucts and processes are going to emerge from long-range basic re- 
search—or precisely when they will appear. Much depends on the 
applied research and development of the next few years. Even 
more will depend on the actual costs of production and the wants 
and whims of the consumer. But here are a few of the possibilities 
of dramatically new consumer products—based on the research 


and development programs already underway. 

© The new home of the 1960's may well be manufactured of collapsible 
panels so that a homeowner can change its shape to suit his whims, 
move it to another part of the country, maybe even trade it in at a 
“used house” lot. Lighting could come from electroluminescent panels 
occupying most of the ceiling and side walls of a room. Among 
many interesting features, homes may have all-plastic plumbing, 
ultrasonic dishwashers and spray-on carpeting. And there could be 
a small black box in the front hall—the symbol of tomorrow’s elec- 
tronic wonders—which automatically changes the swimming pool 
water, turns on the heat conductors under the driveway whenever it 
snows, and maybe even figures out the monthly bills for such luxuri- 
ous living. 

© The car of the future (consumers willing) may take its cue from the 
experimental “Firebird III” displayed in 1958 by General Motors. 
That would mean a gas-turbined, electronic-gadgeted, plastic-bubble 
model. It would boast finned flaps to aid in braking, a corrosion-proof 
exterior and parts made of “greasy” metals that lubricate themselves. 
And tomorrow's driver may well be an electronic gadget that straddles, 
electromagnetically, a cable buried in the middle of the traffic lane. 
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© The shopping center of tomorrow will be different, too. Grass may 
grow on Main Street, after all, but it will hardly be the symbol of the 
Great Depression. It will simply mean that major downtown shop- 
ping areas have been transformed into pedestrian parks with vehicular 
traffic running underground. Noise-breaking circuits could keep 
major cities quiet. Consumers may be shopping for such standard 
items as irradiated foods, throw-away paper apparel, appliances with 
no moving parts. And instead of cash, customers might use magnetic- 
ally inscribed cards in “cash registers” that flash the full transaction 
data to the bank, credit the store, and debit their accounts. 


These are just a few of the possibilities. The most dramatic 
“new product” of the next few decades may well turn out to be 
an impregnable anti-missile system of defense. Or it could be a 
cure for cancer or chemotherapy for mental illness. And it might 
well be the achievements in outer space—such as lunar labora- 
tories, scientific round trips to Mars and Venus, or civilian space 
travel. 


DRAMATIC CHANGES IN INDUSTRY 


Equally dramatic changes will be taking place throughout in- 
dustry. Actually, this second Industrial Revolution is well under- 
way as we move into the 1960's. Today's machine tool builders 


are not just selling machines, but complete production packages 
which include electronic controls for tools and automatic conveyors 
to carry work between tools. In the chemical process industries, 
automatic devices now “look” where men could not look before— 
inside metal furnaces and acid baths—so that production data 
are recorded while operations are still going on. These new de- 
velopments, now taking place in spots, will become widespread in 
the years ahead. ; 
Meanwhile, advanced research—in electronics, chemistry, metal- 
lurgy—is opening up even wider vistas for the industrial future. 
For example: 
© There are new potential sources of energy and raw materials— 
nuclear energy, solar energy, maybe hydropower from the tides. In 
materials, there are the high-temperature plastics, ductile ceramics, 
and wonder-metal alloys. And there are the raw processes such as 
chemical milling, spark and electrolytic erosion, explosive forming 
and powder metallurgy. 
In the chemical industry, new plastics, adhesives, fibers and foams 
are being developed and discovered at almost astronomical rates. 
Petrochemicals are giving us thousands of newly synthesized prod- 
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ucts a year—and few are yet being commercialized. And today’s 
scientists are asking (and answering) fundamental questions that 
have never been answered—what is metal, how does catalysis in a 
chemical reaction really work, can living matter be synthesized in 
the laboratory? 
In the oil industry, nuclear energy could well turn out to be the most 
important development since the discovery of oi] itself. There are 
prospects for moving oil through pipelines to refineries by push- 
button control, as radioactive materials in the crude oi] turn pump 
stations off and on. And perhaps, in the future, underground atomic 
blasts will unlock vast reserves of oil from shale and tar sand. 

© The office of tomorrow is certain to undergo a revolution. It will have 
a small number of electronic computers to replace large numbers of 
clerks. Executive staffs around the country will “get together” on 
two-way closed-circuit TV. And by 1970 the busy executive may have 
a date to jet over to London for lunch. 


Taken as whole, the above examples of new developments in 
consumer living and industrial technology sound almost like an 
imaginative tour de force. They are hardly that. Such predictions 
are of technical possibilities—probabilities, in fact—as seen today 
by scientists, research directors and company executives. Some 
of the developments are just around the corner. Others may take 
twenty years or longer. A few are the long shots that may never 
materialize. But all hint at the fantastic technological promise 


of the research and development programs now underway in U.S. 
industry. 


ORIGINS OF THE RESEARCH BOOM 


When did this surge of research activity start? Actually, tech- 
nological innovation is not a new force in the American economy. 
Transistors, tranquilizers and stereophonic sound are postwar de- 
velopments. But synthetic fibers, TV and plastics were all under 
development in the 1930’s. And not too many years before that, 
there was the age of the automobile, of electric power, of railroads, 
of the steam engine itself. Each of these was a new product with 
substantial economic impact. Yet, something new has been added 
in recent years. 

What is new is the planned application of scientific research to 
develop new products on a foreseeable schedule—a development 
that got underway during World War II. Wartime research pro- 
jects proved convincingly that a concentrated application of science 

(Continued on page 62) 
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SIZING 
UP 


A Blueprint for the Expansion-Minded Company 


@ Robert G. Sproul, Jr. 


Thelen, Martin, Johnson & Bridges, Attorneys at Law 
San Francisco, Calif. 


Ar ANY, GIVEN TIME, a corporation that wants to expand by 
buying another business will find that there are many companies 
available for purchase. The problem is not finding a company to 
buy, but deciding and concentrating on the one that will make the 
most desirable acquisition. A few hours of analysis at the start can 
often save six months or a year of time-co.ssuming and ultimately 


unsuccessful negotiations. 

Companies that have already gone through the process of acquir- 
ing another business have usually developed policies and procedures 
of some kind. But often, even in the largest companies, these 
policies and procedures are rough and ready, and rarely are they 
systemized and reduced to writing. Companies that haven’t gone 
through the process, but would like to, often have a great deal 
of difficulty in deciding just how to go about it. 

It is true, of course, that no two acquisitions are identical, and 
each will present unique problems. Nevertheless, certain basic 


Auruor’s Nore: Grateful acknowledgment is made to Peter Anderson and 
Ronald Sullivan for their research and assistance in writing this article. 
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factors are common to every such transaction, and it is quite 
possible to set forth both general principles and specific sugges- 
tions for conducting corporate acquisitions. 


GOALS AND CRITERIA 


Before the management of the “buying company” can even 
consider expansion and the acquisition of additional businesses, 
it must first determine its long-range goals and objectives. Manage- 
ment must have clearly in mind the additional products, markets, 
or other areas that it plans to penetrate in the future. Moreover, 
it should have some order of priority within these areas of desired 
penetration. Management should not only have the answer to 
the question of why the company need expand at all, but also a 
definite policy on the direction such expansion should take. 

Once management has determined its goals and objectives, it 
must establish some criteria or rules of thumb for judging acquisi- 
tion prospects in order to eliminate some quickly and select others 
for detailed consideration. Companies that have gone through 
large-scale expansion and diversification programs have found that 
at least eight out of ten prospects can be quickly eliminated with- 
out any detailed evaluation, either because (1) they are unsound, 
and their unsoundness is virtually incurable; (2) they do not fit 
in with the expanding company’s long-range objectives; or (3) 
the asking price, when compared with published financial informa- 
tion, is obviously too far out of line. 

The absolute necessity for having goals, predetermined objectives 
and criteria is, of course, a textbook management principle, but 
it is particularly important in corporate acquisitions, since a pre- 
acquisition investigation of a going concern is of necessity ex- 
pensive in terms of executive manpower, time, and money. 

Once a proposed acquisition has been carefully screened and 
found worthy of detailed consideration, the next step is to conduct 
a thorough examination and evaluation of the proposal. 


THE PRE-ACQUISITION EVALUATION 


A major step in the planning for any corporate acquisition is 
what we shall call the pre-acquisition evaluation. Although this 
may begin prior to management's first discussions with the seller 
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and will be based in part on material obtained from sources in- 
dependent of the seller, much of the information necessary to 
complete this investigation will have to be obtained from the seller 
during the course of negotiations. (The type of detailed informa- 
tion that management will have to obtain is set forth in the 
Acquisition Check List on pages 80-82. 

Reduced to its bare essentials, however, management’s pre- 
acquisition evaluation will consist of finding the best possible 
answers to these four questions: 

What is being offered for sale? 

Why should it be acquired? 

What is it worth? 

On what terms will the acquisition be accomplished? 


1. 
2. 
3. 
4. 


WHAT IS BEING OFFERED FOR SALE? 


In any business acquisition situation, the first thing manage- 
_ment should seek to establish is a clear definition of what is being 
- offered ‘for sale. 

Management r-ust have a precise understanding of what the 
seller has to sell and the exact nature of the deal he is offering. 
For example, is the seller offering to sell his entire business, and, 
if not, what is being excluded? Does the seller represent the entire 
interest offered, or are there others who must be consulted? To 
be sure of the answers to these and similar questions, it is always 
preferable to have the seller reduce his proposal to writing. In 
any event, at the outset, management should ask the seller to 
furnish a complete description of his business, including, at a 
minimum, a description of the plant and equipment and audited 
balance sheets and earning statements for at least the past five 
years. 

At the start of negotiations it is only necessary that both parties 
clearly understand what is the subject matter of the transaction. 
As the investigation proceeds, the seller’s statements, representa- 
tions, and submissions will be carefully checked, and a physical 
inspection will be made of such things as the seller’s plant, books, 

records, and titles. 
No final decision need be reached at the outset as to whether 
to buy the stock or the assets of the selling company, or whether 
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to pay the purchase price in cash, notes, stocks, or otherwise. These 
matters can be deferred until later in the negotations when man- 
agement has a better “feel” for the transaction. What is essential 
is to have a clear understanding of what is being offered for sale 
and to obtain the necessary working papers with which the com- 
pany can initiate an evaluation of the offer. 


WHY SHOULD IT BE ACQUIRED? 


In this portion of the pre-acquisition evaluation, management 
should analyze the reasons why the company should or should 
not buy the particular business offered for sale. 

The basic objective of any company is to earn the best possible 
return on its invested capital through participation in all profitable 
and potentially profitable areas within its industry. Fundamentally, 
therefore, a potential acquisition can only be justified if it supports 
the fulfillment of this basic objective. 

Management will make a preliminary decision that a proposed 
acquisition will support this basic objective by considering such 
factors as the following: 

1. An acquisition of the type offered fits in with the company’s 
long-range goals and objectives. 

2. The business offered for sale has a reputation for sound 
management and performance, and the offering price appears to 
be reasonable. 

3. The acquired business is able to operate at a good profit 
through its own independent operations, either at present or as a 
result of changes reasonably anticipated. 

4. By purchasing the seller's business, the expanding company 
can either increase its over-all sales or prevent current sales from 
being lost. For example, the acquired business might allow the 
company to reach accounts not now available, through sales of 
products not now made by the company or through access to dis- 
tant markets which the company heretofore has been unable to 
serve. On the other hand, the acquisition might appear to be 
justified on the basis that it would prevent a decrease in sales in 
a situation where the seller is a good customer who would other- 
wise go out of business because of lack of capital to finance ex- 
pansion, which the expanding company could supply. 
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5. There is present a growth situation by virtue of which the 
acquired business should, over the long run, increase total sales 
and earnings for the company by allowing it to participate in and 
encourage such growth. In this situation, management should 
consider the possibility that their company’s financial resources, 
and its desire to promote similar products, might permit greater 
growth than had been experienced by the seller. 

In analyzing whether the acquisition appears advantageous, 
management should also give thought to possible alternatives other 
than an investment of capital funds. Management should be satis- 
fied that the increased earnings forecast for their company could 
not be accomplished with less capital outlay through expansion of 
the company’s present plants, greater sales effort, establishment 
of warehouse facilities, or long-term supply contracts with their 
customers. 

Any company has only a limited amount of capital funds, and 
there are usually numerous projects for use of these funds under 
consideration. An outlay of capital for an acquisition cannot be 
justified unless it will result in additional profits that compare 
favorably with other possible uses of the capital. 


WHAT IS IT WORTH? 


The fair market value of the individual assets that go to make 
up the business is one of the factors to be considered in the 
evaluation of a going business, but the ultimate criterion is an 
appraisal of the earning power of those assets. Moreover, the 
value of any going business to the buyer is to be determined not 
by what that business has earned in the past, but by what it can 
be reasonably expected to earn in the future. The past is only 
important to the extent that it permits a forecast of the future. 
Because of this fact, it should be understood at the outset that the 
valuation of a going business is never an exact science, and that 
management's conclusions as to the value of a given business to 
their company can be no more than a well-reasoned prediction. 

Although management's final decision on a reasonable price for 
the seller's business will be a matter of opinion rather than fact, 
the technique used to arrive at this opinion is to proceed from 
known facts to estimated values. The first step in this evaluation 
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process is to establish a present value for the business based on 
wholly objective factors, ignoring any unique benefits that the 
acquiring company may be able to bestow upon the business follow- 
ing its purchase. This objective evaluation commences with 
accountants’ analysis of the financial information relating to the 
seller’s business, which will be later verified by a physical inspec- 
tion of the seller’s plant and records. The end result of the 
accounting evaluation will be an earnings statement evaluation, a 
balance sheet evaluation, and a comparison of the two. 

An earnings statement evaluation will first take into consideration 
the past after-tax earnings history of the business, with adjustments 
made to conform to practices and principles of the seller and to 
eliminate nonrecurring items of income or expense. In order to 
determine the total earning power of assets employed by the seller, 
irrespective of the capital structure employed, interest expense 
should be added to earnings, with a corresponding adjustment to 
the income tax account. Finally, annual earnings adjusted as 
described should be multiplied by a capitalization factor. Selection 
of this factor requires the application of considerable judgment 
end will vary according to the growth trend and risks involved in 
the business; however, a factor of 8 to 10 times after-tax earnings 
is a fairly standard rule of thumb. 

A balance sheet evaluation will analyze each category of assets 
of the seller and make adjustments to conform to sound accounting 
practice. Thus, fixed assets may have to be written down for 
obsolescence or written up for increases in market value or re- 
placement cost. Accounts receivable may require deductions for 
uncollectible items, and inventory figures may need adjustment 
to eliminate unusable items. 

Through the use of the asset valuation and capitalization of 
earnings valuation, the expanding company’s accountants will be 
in a position to make a useful comparison and to arrive at some 
preliminary conclusions. By comparing the final valuation figures 
derived in each instance, a preliminary determination can be made 
as to whether the seller’s assets are being effectively employed. 

If the value of the business determined by the capitalization of 
earnings method is in excess of the asset value, as determined 

(Continued on page 73) 
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BUSINESS DIGESTS OF THE MONTH 


Many economists and laymen alike seem to believe 
that some inflation is necessary to the con- 
tinued growth of the economy—but 
history indicates otherwise . . . 


Do We Need Inflation? 


| Condensed from the First National City Bank Monthly Letter 


T HAS BECOME commonplace to 
say that gradual, creeping inflation is 
a necessary companion of rapid 
growth. But those who hold this view 
seem to be ignoring the lessons of 
history. Inflation provides an insecure 
basis for growth; history shows that 
it never goes on forever. And, as Dr. 
Per Jacobsson, Managing Director of 
the International Monetary Fund, 
points out, reliance on inflationary 
methods of finance “is bound sooner 
or later—and often sooner rather than 
later—to result in a monetary crisis.” 

Dr. Winfield Riefler, assistant to 
the chairman of the Federal Reserve 
Board, spelled out the reasons why 
inflation is the enemy of growth be- 
fore a Stanford University Business 
Conference in July. Dr. Riefler 
pointed out that inflation aggravates 
instability in the economy: overspecu- 
lation in inventories and premature 
additions to plant capacity, in order 
to beat price rises, have an inevitable 
aftermath of recession as inventories 
are cut back and excess plant capaci- 
ties become widespread. 

Moreover, Dr. Riefler added, in- 
flation and the expectation of inflation 
“impair the quality of management 


investment decisions and thus pro- 
mote the misallocation of capital.” 
As a result, nations get “less growth 
per dollar of investment” in inflation- 
ary periods. The best choice between 
competing ways of producing things 
is harder to make when costs of ma- 
terials and labor are moving up rapid- 
ly and erratically. In countries in 
which inflation has become a way of 
life, misallocation of capital is worst: 
badly needed savings are used to bid 
up the prices of inflation hedges such 
as real estate, rather than for produc- 
tive investment. 

Dr. Rieflier stressed the adverse im- 
pact of inflation on savings, which 
are essential to growth since they fi- 
nance the tools and plants needed for 
bigger and more efficient production. 
People fearful of inflation use their 
savings to buy common stocks or land 
in the hope that these will rise in 
price with the general price level. 
Thus, there is less money available 
for loans to finance business, home 
building, and government. Savings 
may actually be reduced if buoyant 
markets and resulting big capital gains 
on stocks and real estate make people 
feel rich and inclined to spend more 


First National City Bank Monthly Letter ae 1959), The 
First National City Bank of New Yor 
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on consumption. When inflation is 
really rampant, people refuse to save, 
spending money as fast as they get it. 
In this sort of atmosphere orderly 
planning for expansion is impossible. 
No one can forecast what costs will 
be or whether sufficient funds can 
be raised. 

At the same time, inflation en- 
courages people to borrow in advance 
to buy houses, household equipment, 
and the like, in the thought that 
prices are going up and repayment 
can be made in cheaper dollars. In 
light of current controversy over in- 
terest rates, it is interesting to note 
Dr. Riefler’s comment that “in prac- 
tice, the rate at which borrowing to 
acquire inflation-resistant real assets 
has been profitable has proved all too 
frequently to be much higher than 
6 per cent.” 

Inflation finally brings a balance of 
payments crisis. Rising costs price 
a nation’s wares out of world mar- 
kets at the same time that inflated 
money incomes increase demands for 
imported goods. For a time, gold and 
foreign exchange reserves can cover 
essential import requirements, but the 
point comes where the danger of de- 
valuation drives money out of the 
country, taking away essential credit 
supply and sending interest rates still 
higher. 

It is often overlooked that the 
United States recorded one of the 
most rapid growth periods in its his- 
tory during the almost thirty years of 
declining prices which followed the 
Civil War. Production approximately 
tripled from 1869 to 1896 while 
prices were declining 29 per cent. 
According to studies made by Profes- 
sor Sime Kuznets at the National 
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Bureau of Economic Research, U.S. 
gross national product—total goods 
and services produced, measured in 
constant dollars—rose 4.9 per cent 
a year, compounded, within this pe- 
riod. Net capital formation—additions 
to the nation’s plant and equipment 
which are the foundation of future 
growth—increased 5.7 per cent a 
year. This experience refutes the idea 
that inflation is the essential medicine 
for growth. 

Secretary of the Treasury Robert 
B. Anderson has cited the evidence 
of later periods: 

From 1910 to 1915, for example, 
manufacturing production increased 
30 per cent, while prices showed a 
moderate decline. During the decade | 
of the 1920’s we had one of the most 
notable periods of sustained economic 
growth in the history of our country 
prior to World War II, with national 
output rising 50 per cent in eight 
years. And yet this decade was char- 
acterized by remarkable price stability. 
Between 1951 and 1955, a period 
again characterized by relative stabil- 
ity in the broad indexes of wholesale 
and consumer prices, we reached the 
most prosperous levels attained in our 
economy up to that time.. 

The fact is that, as Secretary An- 
derson put it, most of the price infla- 
tion in U.S. history has been the 
accompaniment or aftermath of war. 
Our experience in periods uninflu- 
enced by war emergencies demon- 
strates that growth goes hand in hand 
with relatively stable prices. 

Postwar experience abroad tends to 
support the view that inflation acts 
more as a drag on growth than as a 
stimulant. In Europe, the most strik- 
ing production achievement — the 
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“German miracle”’—was based on ad- 
herence to old-fashioned policies of 
free markets and financial orthodoxy. 
On the other hand, a number of na- 
tions which were more indulgent of 
inflation had smaller increases in pro- 
duction. But, as time passed, the 
whole of Europe has come to recog- 
nize the importance of curbing infla- 
tion for sounder growth. 

However novel the presentation, 
proposals to use or indulge inflation 
as an aid to production and growth 
are not new. They have appeared 
repeatedly throughout history, been 
tested, and found wanting. More often 


Getting Out the Vote 


than not, the experience has ended in 
a serious setback. It is difficult to 
escape the New York Reserve Bank’s 
conclusion: 

“Economic development through 

inflation has repeatedly turned out to 
be a chimera. It is unacceptable as 
a conscious economic policy. 
The first step in the design of any 
framework of public policy on eco- 
nomic growth, in the unique condi- 
tions of any country, is to recognize 
that reasonable price stability is not 
an alternative to economic develop- 
ment but an essential condition for 
its achievement.” 


HERE'S A PRACTICAL PLAN—aimed at boosting democracy through politic- 
ally better informed employees—that has worked well for one large cor- 
poration. Employees at Aerojet-General Corp. (California) are urged to 
get on their favorite political bandwagon—to see and hear candidates. 
Office-seekers visit the company’s plants to speak, and employees are in- 
vited to chip in for the party and the man of their choice. 

Dan A. Kimball, president of Aerojet and former Secretary of the 
Navy, cautions against using any kind of pressure—direct or indirect— 
if you try this plan in your own plant. Here’s how it was set up: 

A Democratic-Republican Good Citizenship Committee was formed, 
with participation from secretaries, union committeemen, shop stewards, 


supervisors, and company officials. 


what was going on. 


Then all other employees were told 


Volunteer solicitor teams in each department picked up contributions 
from Democrats and Republicans alike. The contributor named the party 
or the candidate who was to get his money, and received a “Good Citizen” 


sticker for his plant badge. 


Each employee was reminded to register and received a memo telling 
him where and when the official registrars would be in the plant. Regis- 
tering itself was done outside of working hours. The campaign was 


plugged on plant loudspeakers. 


During the last election, 11,000 employees—70 per cent of the working 
force—contributed a total of $25,000. Average donation: $2.30. 


—The Iron Age 11/5/59 
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CONSUMER 
SPENDING: 


A BIG YEAR AHEAD 


Condensed from Steel 


Loss FoR the consumer to set 
spending records for cars, refrigera- 
tors, and other durable goods next 
year, say economists at the University 
of Michigan. The durable goods 
spending spree, which was _ just 
gathering steam when the steel strike 
began, should bring an outlay of 
$45 billion while consumer income 
after taxes hits an annual rate of 
$350 billion, says Prof. Thomas G. 
Gies. He believes that two factors, 
consumer income and greater con- 


sumer confidence in the general 
economic climate, will bring the 
boom. 


New loans and other types of con- 
sumer credit, tied to the splurge, will 


hit a rate of $4.2 billion per month 
and total more than $50 billion for 
the year, predicts Mr. Gies. 

Consumer attitudes, prime mover 
of the boom, are more optimistic than 
they've been since 1956. Dr. Eva 
L. Mueller, assistant program director 
of the university's Survey Research 
Center, points out that consumer 
spending is sparked by current in- 
creases in income and by expected 
increases. “A boom in consumer 
spending may occur early in the 
recovery phase of a cycle, based in 
part on expected rather than realized 
income increases,” she says. “The 
initiating factor is the optimistic 
notion than an improvement in the 
family’s financial situation lies ahead 
and that it can afford to upgrade its 
possessions.” 


Steel (November 23, 1959), © 1959 by the Penton Publishing Company. 
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But, Dr. Mueller points out, next 
year’s spending boom will not be a 
repeat of the all-out buying jag of 
1954-55, which eventually resulted 
in last year’s recession. During the 
past year, she explains, consumers 
spent much more conservatively in 
relation to income than they did dur- 
ing the same phase of the 1954-55 
recovery. “If consumers had spent 
in anticipation of income increases as 
they did in 1954-55, the steel strike 
might have ended the expansion,” she 
says. Instead, consumers did not be- 
come more optimistic this year until 
after they had experienced an in- 
crease in income. 

“In the second quarter of 1959, 
13.2 per cent of disposable income 
was spent on durable goods, com- 
pared with 14.9 per cent in the third 
quarter, 1955,” Dr. Mueller says. In 
addition, disposable personal income 
was 21 per cent higher in the 1959 
period, but durable goods spending 
by consumers was only 9 per cent 
higher. 

More evidence of the boom is in 
the stepped-up spending for non- 
durable goods and services in recent 
months and the “enthusiastic re- 
ception” given 1960 model autos. 
Although layoffs resulting from the 
steel strike spread through other 
segments of the economy, previous 
studies by the research center show 
that financial reverses which appear 
to be temporary do not lead to sub- 
stantial reductions in consumer 
spending—not even in spending on 
major items. 

Consumer attitudes toward prices 
probably will be a neutral force in 
the coming months, she adds. The 
proportion of people who expect price 
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increases in the long run has risen 
from 17 per cent in 1951 to 47 
per cent this year. And while in- 
flation is still resented by most fami- 
lies, especially those with lower 
incomes, “most people think only of 
a creeping inflation—and a slow 
creep at that.” Half of those who 
anticipate rising prices look for an 
increase of 5 per cent or less over 
the next five years; about three- 
fourths think it will be 10 per cent 
or less. 

Financing will raise total consumer 
credit, although the debt burden of 
the individual family will remain 
constant. The proportion of spending 
units with large repayment obli- 
gations relative to disposable income 
was no larger in early 1959 than in 
early 1955. The percentage of 
families with monthly payments 
amounting to 20 per cent or more of 
disposable income was 12.8 per cent 
in both periods. Total consumer 
credit has expanded only slightly 
with increases in population and 
income: The percentage of spending 
units with installment debt was 44.1 
per cent in early 1955 and 48 per 
cent in early 1959. 

Dr. Mueller also reports that 
spending expectations are not based 
on mere projections of the individual 
consumer’s current conditions, but on 
sound, rational considerations. While 
they reflect the consumer’s financial 
situation to some extent, they are 
also based on the individual’s ex- 
perience in prosperity and recession, 
on his information about the eco- 
nomic situation in his own locality 
and in the nation, and on his under- 
standing of the role of government 
in controlling depressions. 
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WHAT BUSINESSMEN THINK OF 


INDUSTHAL 


By Edward E. Furash 
Condensed from Harvard Business Review 


Every EXECUTIVE has some things 
he wants to know about his com- 
petitors in order to predict their re- 
actions to new strategies by his 
company. He needs such information 
in order to give his salesmen “talking 
points,” to beat the quality of a prod- 
uct of his competitor, and so on. At 
the same time, there is some particu- 
lar information about his own com- 
pany that he does not want anyone 
else to know. These secrets, for the 
most part, relate to highly prized 
processes and know-how that give him 
some marketing advantage over com- 
petitors. 

How far will competitors go to get 
such information? Recent articles and 
news releases claim that some execu- 
tives will do just about anything to 
get these secrets. According to some 
self-professed industrial spies, more 
factory keyhole-peeping is going on 
today than ever before in the history 
of American business. But executives, 
when queried, deny that it is preva- 
lent in business. 

The Harvard Business Review re- 
cently completed a study, using both 
a detailed questionnaire and depth 


interviews to find out how often such 
activity occurs in business, who does 
it, and what top management thinks 
of it. The quantitative findings are 
based on 1,558 completed question- 
naires—a 21 per cent return. 

The executives were asked to des- 
cribe the system used in their com- 
panies to gather information about 
competitors. Only a minority use any 
formal system, but almost all say that 
information on competitcr activities 
is quite important in the daily con- 
duct of their businesses, and the 
majority would like to improve the in- 
formal system currently used in their 
companies, at least to the degree that 
they could be certain that important 
information would be recognized and 
circulated among the executives who 
need such knowledge for planning or 
strategy purposes. The most important 
information desired by the majority 
concerns competitor pricing activities 
and strategy which is especially signi- 
ficant in a period of rising costs and 
in situations where personal selling 
is an important component of the 
marketing mix. 

How do companies obtain infor- 


Harvard Business Review (November-December, 1959), © 1959 by the President 
and Fellows of Harvard College. 
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mation? Most executives feel that 
company salesmen are the most fruit- 
ful source of information about the 
activities of competitors. The second 
most valuable source is published in- 
formation, followed by personal or 
professional contacts with executive 
counterparts. The importance put on 
salesmen as sources of information is 
a good indicator of the nature of the 
competitive intelligence conducted by 
American business: Most business 
firms gather information about the 
immediate activities of competitors in 
order to meet competition more effec- 
tively at the consumer or customer 
level. 

But what about the type of activity 
that, in all justice, must be called 
espionage or, more strongly, spying? 
Evidence would suggest that some 
executives at least think that spying 
is being done in their industry. But 
when all industries are surveyed, the 
active incidence of spying turns out 
to be surprisingly low. For example, 
only 0.5 per cent of the executives 
feel that their companies obtain much 
or extensive information from under- 
cover activities by company employ- 
ees or hired agents. Similarly, they 
believe that the activities that can be 
labeled as spying (bribery, wire tap- 
ping, misrepresentation, confederates, 
and posting) are seldom used by 
competitors. 

The main divergence in opinion 
is on the topic of hiring competitors’ 
employees. Executives generally feel 
that their company obtains little or 
no information from such sources. 
Surprisingly, however, they feel that 
their competitors practice this activity 
to a considerable degree. 

If espionage activities do occur in 
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industry, are they increasing or de- 
creasing? About 12 per cent of the 
executives surveyed felt that espionage 
or spying activities in their industry 
had increased in the past two years. 
About 49 per cent said they had re- 
mained the same; 2.3 per cent said 
they had decreased; and 36.7 per 
cent said they never existed. Asked 
what they felt would lead to an in- 
crease in industrial espionage, 77 per 
cent mentioned a decline in ethical 
standards, 53.3 per cent replied 
“tougher competition,” and 37.5 per 
cent cited “self-defense.” 

What, then, do executives consider 
to be “ethical” and “unethical”? To 
discover this, the survey asked them 
to express their approval or disapprov- 
al of various situations that have oc- 
curred in business. Of twelve situa- 
tions presented, four are approved by 
a majority of all executives, and one 
leaves them nearly evenly divided. 

Comparison shopping is the most 
emphatically approved. The similar, 
but more recent, practice of “scout- 
ing” is approved by a somewhat small- 
er majority of executives. The third 
most approved practice is moving 
into a competitor's test market, and 
the fourth is that of hiring employees 
from a competitor. The one topic 
where the executives are almost even- 
ly divided is “wining, dining, and 
pumping” competitor counterparts. 

The practices disapproved by most 
executives include posing as a pro- 
spective customer, hiring detectives 
to watch a competitor's proving 
grounds, stealing the plans of a 
competitor’s new model, recording 
conversations in a competitor’s office, 
paying a competitor's employee for 
information, planting confederates in 
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a competitor's company, and tapping 
a competitor's telephone. 

Though the results of this survey 
indicate that the frequency of indus- 
trial spying and _ secret-stealing in 
American business is quite low, a 
number of sore spots were evident: 

1. There is strong evidence of a 
sincere difference in opinion and in 
ethical standards between younger 
and older men in industry. The 
younger executives are far more will- 
ing to condone activities that older 
executives will in no way counte- 
nance. Whether this portends a 
change in business and management 
ethics for tomorrow and hence an in- 
crease in industry spying is for more 
fool-hardy prophets to try to answer. 

2. The practice of hiring away 
executives and employees is condoned 
by the majority of executives in this 
survey, and a large number of execu- 
tives say they would practice it in 
order to gain information about com- 
petitors. Furthermore, executives are 
quite willing to consider seriously or 
accept readily a new job. For the in- 
dividual firm, this indicates a greater 
stake in keeping its executives happy 
in order to keep information at home, 
as well as to insure an effective job 
in running the company. Careful 
screening to get good executives is a 
partial solution, but keeping an execu- 
tive motivated after selection is just 
as important and certainly is no easy 
task. 

3. One way to keep secrets at 
home, in the event that an executive 
does decide to leave, is a contract re- 
straining him from giving information 
for a period after he vacates his pres- 
ent job. As might be expected, more 
top executives are bound by such a 
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contract than middle-management 
people. But even where this practice 
is most prevalent—manufacturing of 
industrial and consumer products and 
engineering—the figure is only about 
18 per cent of executives. Over half 
of all companies have no policy on 
this matter. 

4. Although competitors may not 
be out in great numbers stealing 
secrets, the survey did not reveal, by 
any means, that competitor relations 
are perfect. Many executives are wor- 
ried because they feel that their com- 
petitors do not compete fairly in the 
open market place. But far more 
frequent are the indications of indus- 
try distrust, or hypersensitivity to 
competitor reactions and competitor 
activities. 

Many groups across the country are 
trying to create an atmosphere in 
which competitor relations can be 
eased. Some 65 per cent of all execu- 
tives feel that sharing information 
more freely would be the best first 
step to ease difficult competitive situa- 
tions, though they agree that not all 
companies would benefit equally. 

Just as there are individuals partic- 
ipating in spying activities, there are 
many more who condemn them and 
work actively through industry leader- 
ship to create an atmosphere of good 
competitor relations. The executives 
reporting in this survey indicate that 
for the business community as a 
whole, industrial espionage is an in- 
significant and frowned-on practice. 
Many of them also feel that it has 
received publicity out of all proportion 
to the frequency that such activity ac- 
tually occurs in business, and they 
hope that such publicity will help 
control rather than encourage it. @ 
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Has the search for personal security 
made us soft? One of the country’s 


most prominent businessmen takes 
a look at this question. . . 


“Security” and Economic Progress 


By Clarence B. Randall 
Condensed from Dun’s Review and Modern Industry 


Americans _every- 
where are asking themselves search- 
ing questions about what lies ahead 
for our nation. It is high time, indeed, 
that we paused to take stock and to 
make up our minds what are the su- 
preme values and the menacing weak- 
nesses of the American way of life. 

Some say that we have gone soft; 
that the clippership daring of our trad- 
ing ancestors and the fearlesssness of 
the pioneers who conquered the West 
have been drained from us by the 
sophistication of modern life; that in 
the search for security we have lost 
incentive. 

This I challenge. On the contrary, 
I believe that the modern forms of 
personal security which now shape 
our entire society are desirable, in 
that they give new balance to the 
economy and bring to the individual 
a new steadiness of purpose which 
greatly increases effort. 

Certainly the record supports this 
view. The broadening of social bene- 
fits has coincided with the greatest 
surge of industrial expansion that our 
country has ever known and with the 
period of our economy’s most imagin- 


ative and creative resiliency. If these 
new measures were all evil, we should 
be in a complete tailspin right now. 

Step by step, I have seen these 
social benefits come to pass—work- 
men’s compensation, unemployment 
compensation, social security, old age 
benefits, company pensions, group in- 
surance, special privileges and pay- 
ments for veterans, health insurance, 
supplementary unemployment bene- 
fits, insured education plans, and alli 
the rest of our complex fabric of social 
protection for the individual. Almost 
without exception, I resisted each new 
change. Almost invariably I was 
wrong. 

We often see frightening estimates 
of what all this costs in terms of per- 
centage of total payroll. This, too, is 
good. The American people ought to 
know the precise facts. But the ques- 
tion is not merely what it costs, but 
rather what society receives in ex- 
change. Industry has long since 
learned this lesson from its capital in- 
vestments for machinery and equip- 
ment. It knows that no cost is too 
high if the value returned is still 
greater. 


Dun’s Review and Modern Industry (October, 1959), © 1959 by Dun & Bradstreet 
Publications Corporation. 
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Of course, there is a limit to the 
burden industry can bear, but the 
trouble here is that the money cost is 
easily ascertained, while the values 
received are such that they cannot be 
charted or tallied on the balance 
sheet. 

Wha: are these values? Above all, 
the power that flows from pride of 
performance, that deep inner satisfac- 
tion with life which only a man free 
from anxiety can experience. No 
worker comes on the job alone. In- 
evitably, he carries with him affection 
for his family and devotion to all the 
plans and purposes which give mean- 
ing to his life. Effort is response to 
the desire to achieve cherished ob- 
jectives. Threaten those ideals, sug- 
gest that those purposes may be frus- 
trated because of economic insecurity, 
and reduction of effort inevitably fol- 
lows. But give him an abiding sense 
of continuity as he looks toward the 
future and certainty of fair play from 
his employer in the sharing of mutual 
adversity, and you bring into play one 
of the strongest motivating forces in 
human character—loyalty. 

It is said, however—rathe? senten- 
tiously—that this broadening pattern 
of social benefits reduces personal mo- 
bility. Factually, the statement is true. 
But must we assume that reduction 
of mobility is necessarily bad from the 
viewpoint of society as a whole? 

At somewhere around age 35, the 
pull of pensions, seniority, and vested 
interest in the job begins to influence 
a man, whether he operates a crane 
or serves as a junior executive. As 
the years pass, this pull stiffens until 
the man is permanently frozen in his 
job. 

Below age 35, however, there is 


FEBRUARY, 1960 


still almost complete fluidity. Try to 
recruit an outstanding member of the 
senior class of any college, and you 
will find out quickly how little inter- 
est he has in job security or pension 
plans. All he wants to know is how 
high the starting salary is and how 
soon he can get to be a vice president. 

There is no substitute for trial and 
error in arriving at a wise choice with 
respect to a decision on a lifetime 
career. But there comes a time when, 
both for his own good and that of the 
economy, a young man should settle 
down and square away on a job in 
which he will get progressively more 
effective as the years pass. Skill is the 
product of ability plus experience, 
and it seems clear that whatever tends 
to bring stability into the employment 
of mature people raises the productiv- 
ity of all effort and thus benefits the 
economy. 

Next, economic writers who are 
committed to the “mobility” theory 
say that the heavy cost of providing 
unemployment benefits causes the em- 
ployer to pay overtime at premium 
rates rather than hire additional short- 
term workers. 

The obvious answer to this is “So 
what?” The employer gets his added 
cost back through the greater profi- 
ciency of the experienced employees, 
as compared with green hands, while 
at the same time he strengthens the 
important ties of loyalty with the per- 
manent staff. Let it not be forgotten 
that those who get the overtime pay 
are the same ones who must take 
broken time when the sales curve goes 
down. We may be sure that the em- 
ployer will add to his force as soon as 
he believes that the business has ad- 
vanced rather permanently to a new 
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plateau; but while it is fluctuating, it 
seems best for him to share the “up” 
with those who must take the “down.” 

It is said, too, that we have gone 
so soft in our search for security, have 
become so accustomed to having 
others look after us, that we have lost 
that tough instinct for self-preserva- 
tion through old-fashioned thrift and 
far-sightedness which gave fiber to 
earlier generations of Americans. This 
is easier to say than to prove. I see 
no letdown today in thrift, no cutoff 
in the desire to make the future 
brighter by present sacrifice. In fact, 
I suspect that the new emphasis on 
group protection has been educational 
in its effect and has both stimulated 
and implemented the incentives of 
personal thrift. 

Take housing, for example. Around 
the great cities in general and indus- 
trial plants in particular, new sub- 
divisions are blossoming in bewilder- 


ing profusion. To own their own 
home and to have their own bit of 
earth is the ruling passion of every 
young family today. Twenty-six bil- 
lion dollars of FHA-insured mortgages 
now in effect are proof of this. 

Or take the purchase of common 
stocks in industrial companies by 
employees. Most great corporations 
now have more stockholders than 
workers, which was unheard of in 
the days of complete “mobility” and 
no social benefits. 

No, we have not gone soft. We 
have just grown more intelligent. 

Let’s stop wringing our hands over 
the disappearance of “the good old 
days,” when men were rugged indi- 
vidualists and wives were in perpetual 
panic, and accept the happy fact that 
the two forces of security and incen- 
tive can operate in parallel in our so- 
ciety and contribute jointly to the 
soundness of our economy. . 


Season’s Greetings—3 Billion Times 


THE TALLY’s IN on the postman’s back-breaking load of 1959 Christmas 
Here are some estimates, compiled by the Barker Greeting Card 
Company of Cincinnati: 

© About 3 billion cards went through the mails during the holiday 


cards. 


season. 


®@ The average family sent 65 cards; the average business concern, 145. 
© The price range of the cards was from 1/2 cent to $5.00. About 


85 per cent cost less than 25 cents. 


® More than 300,000,000 man-hours were required to address the 
cards. In aggregate, they weighed 100,000 tons. 

© Some 500,000 people were engaged in the production of Christmas 
cards. There were said to be more than 500,000 different designs of just 
about every conceivable color, size, and shape. 
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HOW YOU LOOK 
TO YOUR 
ASSISTANTS 


By Charles A. Cerami 


Condensed from Nation’s Business 


y HE WAY your assistants see you 
can often help you improve your man- 
agement techniques. In some in- 
stances, a criticism can bring to light 
a serious flaw in the company’s basic 
structure. 

According to a series of personal 
off-the-record talks with supervisory 
employees in commercial and indus- 
trial companies of all sizes, here are 
six main complaints leveled against 
executives. 

1. “He wants people to carry out 
orders and keep quiet. Once in a 
while, he suggests that someone speak 
up and criticize his decisions. But 
whenever somebody tries it, he’s ob- 
viously annoyed.” 

If this applies to you, it is not nec- 
essarily an indictment. Many of the 
nation’s best executives believe that 
there are some jobs where carrving out 
instructions is far more important 
than using initiative. 


The danger, then, is that this com- 
plaint may exist accidentally, by vir- 
tue of an order snapped out under 
pressure, or a show of impatience 
with another man’s long project. 

If you have left the wrong impres- 
sion with subordinates who are sup- 
posed to think, criticize, or suggest, 
it’s important to correct it as soon as 
possible. 

2. “He never lets me do anything 
on my own.” Almost every employee 
who voiced this complaint admitted 
that his superior often gave him carte 
blanche on a project—but not for 
long. Before there has been time to 
see whether or not a decision will 
work, tney say, the superior steps in 
and makes changes. In many cases, 
he follows every detail so closely that, 
even if he says nothing, the feeling of 
being “under a microscope” stifles 
initiative. 

It’s easy to spot the malady. Notice 


Nation’s Business (October, 1959), @ 1959 by Nation’s Business—the 
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whether some of your men are coming 
to you for approval of trifles. The very 
people who resent domination are 
most likely to rebel against it by this 
negative technique. “O.K.,” they seem 
to say, “since you want to run every- 
thing, let’s do it your way.” 

But even in such cases, the final 
responsibility rests with the boss. 
Maybe it means you have put the 
wrong people into some jobs—pro- 
moted certain men beyond their ca- 
pacities or allowed them to move up 
with growing operations even though 
the new pace was too much for them. 

Whatever the cause, this complaint 
may be a symptom that you're too 
strong or that your subordinates are 
too weak. Either way, the team is 
unbalanced and should be evened up. 

3. “He doesn’t want to grow or 
expand. He fights every attempt to 
make changes.” 

Many of these complaints, the re- 
searchers found, actually indicated 
problems in communications. In one 
company, for instance, a research 
executive complained that competitors 
were developing new lines rapidly 
while his own top management re- 
jected one new product idea after 
another. The executive vice president 
whom he blamed as the bottleneck 
was asked—without being told the 
source of the complaint—about add- 
ing to the product line. 

“We can’t make a move at the 
moment,” he said. “Our distribution 
and discount setup is all wrong and 
we need another ten months to fix it. 
It hurts me to see us standing still 
on new products while the industry 
is booming, but we've got to get our 
finances in shape first.” 

A few words of explanation to the 
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research staff would have rescued 
a whole department from serious loss 
of morale. 

4. “He's got a closed mind about 
people. Once a man has made a 
mistake, he can never live it down. 
Or if he likes a person, he may over- 
look all kinds of shortcomings.” 

This charge—paralleled by resent- 
ment about apparently illogical pro- 
motions—often shows insight on the 
part of subordinates who voice it. In- 
dustrial psychologists say that almost 
every executive, however fair-minded 
he tries to be, sometimes falls victim 
to his personal whims. 

The subject of human relations is 
so delicate that frequent self-checks 
are important. Ask yourself: 

© Of the promotions I’ve made in 
the past year, how many were decided 
on the basis of seniority, how many 
on the basis of merit, how many for 
other reasuns? 

® Where merit was supposed to be 
a factor, how did I arrive at the 
rating? 

e Have I made it clear by my 
actions that past mistakes can be 
wiped out by future performance, or 
do my people tend to lose heart after 
a failure or two? (One clue to this is 
a tendency to hide errors from you at 
almost any cost.) 

5. “He is petty. He pays more 
attention to trifles than to the major 
details of the business.” 

Included in the specific charges 
was the feeling that the superior at- 
tached undue importance to punctu- 
ality or to the physical appearance of 
letters and reports. 

There’s a good practical rule of 
thumb for judging yourself on this 
score: Keep a record of the amount 
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of time you devote to thinking, talk- 
ing, and writing about subjects re- 
lated to the essentials of your busi- 
ness. If the vitals are taking 75 per 
cent or better of your working time, 
there’s little danger that petty subjects 
will become a serious problem. 

6. “He doesn’t really have a policy 
or plan. He just makes up the rules 
as he goes along.” 

The complaint about inconsistency 
is often true. But it’s quite often un- 
true—the result, again, of a lack of 
communication. One financial vice 
president of a chemical company is 
considered erratic and unpredictable 
by his subordinates. Up to a certain 
point, he was in a hurry to acquire 
property in Brasilia, the new capital 
city of Brazil being built 600 miles 
from Rio de Janeiro. A few days 
later, he declared himself against it. 

“R. F. has been consulting a spirit 
medium again,” said one of his con- 
fused assistants wearily. Actually, he 
had consulted with several State De- 
partment officials and foreign banking 
experts. They had predicted that Bra- 
silia would grow less rapidly than the 
finance officer had anticipated, and 


few moments to summarize these con- 
clusions for his people would have 
been well worth while. 

Yet, annoying as R. F.’s shortcom- 
ing may be to his associates, it’s 
minor compared to cases where 
this kind of complaint signals a major 
company illness. 

The sales manager of a large auto 
dealership complained that his general 
manager kept changing policy almost 
monthly on trade-ins and discounts. 
The sales manager didn’t realize that 
the problem originated at a higher 
level: the firm’s owner was speculat- 
ing in real estate, and was using the 
dealership as a reservoir of cash for 
his property deals. Every time he 
withdrew funds, the company had to 
unload inventory on any terms. 

Although recognizing the existence 
of these six common complaints may 
be a big step toward cure, don’t over- 
look the possibly serious problems be- 
hind them. Where any of 'these com- 
plaints exist among the men to whom 
you have given positions of authority, 
there is enough smoke to warrant the 
suspicion of considerable fire. Better 
to overestimate its seriousness than to 


that undue speed was unnecessary. A assume that it will blow away. + 


The Teen Dollar 


IN FIFTEEN YEARS, the average U.S. teen-ager’s pocket money has in- 
creased from $2.50 to $10 per week. Collectively in America, teen-agers 
represent a hefty $9.5 billion in purchasing power. 

Here’s a breakdown from consumer analyst Eugene Gilbert on how 
the average boy spends his weekly $10 today: Dating ($1); snacks (90 
cents); entertainment, movies, records, etc. (90 cents); clothes (70 
cents); savings (70 cents); school supplies (60 cents); reading material 
(50 cents); cars and gasoline (40 cents); sports ($1.10); hobbies (30 
cents); grooming (20 cents); miscellaneous items (40 cents). His 
biggest single expense: $2.30 a week on his regular school lunch. 

—Newsweek 11/23/59 
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NEW TRENDS IN 


Salesmen’s Compensation 


By Christopher M. Weld 


Condensed from American Business 


Suen like every time I get a 
salesman trained and paying his own 
way,” complains one sales manager, 
“somebody grabs him off with a better 
offer.” 

This complaint is perennial. But 
the sales executive who is alert to 
changing conditions in the field of 
salesmen’s compensation, and who 
can ofier pay and benefits as good as 
or better than what is being offered 
elsewhere in the community or in- 


dustry, is in a strong position to 
retain for his own company the 
profitable sales that only a_ well- 


trained man can produce. 

A recent survey conducted by the 
Dartnell Corporation reveals the lat- 
est findings—including some trends 
which are taking shape—in the field 
of salesmen’s compensation. 

According to the survey, the total 
earnings of the typical salesman 
average out to $9,700, an increase 
of 11% per cent over the $8,700 he 
earned two years ago. 

The majority of experienced sales- 
men who rank as the highest paid 
in their respective companies draw 
base pay between $8,300 and $12,- 
900 a year. When their bonuses or 
imcentive pay are added, totai income 
for this group falls between $9,900 
and $16,400. 

The majority of experienced sales- 
men who rank as the lowest paid in 


their respective companies draw base 
pay between $5,400 and $7,700 a 
year. Adding the bonus money 
earned, the majority of low-paid sales- 
men have total incomes falling be- 
tween $5,400 and $8,000. Bonuses, 
these figures show, are neither very 
large nor very plentiful for low-paid 
salesmen. 

The highest paid junior salesmen, 
the survey shows, earn salaries of 
$400 to $600 a month. For the 
lowest paid, the .ange is somewhat 
narrower, roughly $400 to $500 a 
month. Annual bonuses average out 
at $400 for the well-paid junior sales- 
man, $300 for the trainee at the 
other end of the income scale. 

The way to pay salesmen has been 
changing unmistakably over the years. 
Within the companies on salary-and- 
bonus basis which reported changes, 
50 per cent of the changes were re- 
lated to the method of compensation 
used, while 25 per cent were related 
to the basis on which the salary and 
bonus were figured. 

Most of the changes in method of 
compensation are shifts from com- 
mission form of payment to salary 
and bonus, or the addition of a bonus 
to an existing salary plan. In several 
instances, the bonus was improved 
by making it more attractive, or by 
paying it on a monthly or quarterly 
basis, or by eliminating “discre- 
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tionary” factors from old bonus sys- 
tems and replacing them with stand- 
ard, easy-to-understand methods of 
calculation. 

Those few who recently changed 
over to commission plans report that 
previous arrangements did not pro- 
vide enough incentive for the ma- 
jority of the sales force. In cases 
where commission plans have not 
been abandoned but where changes 
were reported, the change usually 
meant a shift in commission rates or 
an adjustment of the base upon which 
commissions are calculated. 

What happens to a_ salesman’s 
income when his company switches 
from salary to commission, or to 
salary and commission? 

The survey shows that the commis- 
sion salesman earns, on the average, 
$2,200 a year more than the salaried 
salesman and $1,900 more than the 
man on salary plus commission. The 
commission man’s pay should, of 
course, be considerably higher since 
he is liable for most, if not all, the 
expenses of running his territority. 
Furthermore, most commission men 
must provide for themselves the bene- 
fits which companies frequently give 
their salaried employees, or else they 
must do without. Thus the $2,200 
and $1,900 do not furnish much of 
a cushion for the commission man. 

Where, in recent years, have the 
pay improvements been greatest? A 
survey shows that salaried men have 
fared the best in this respect with an 
average increase of $1,300 in total 
income between 1956 and 1958, 
whereas commission men_ gained 
$900 and salary-and-commisson men 
$500. 

In the matter of fringe benefits, 
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83 per cent of the companies report- 
ing grant paid vacations or pay in 
lieu of vacations to salesmen, as 
compared with 78 per cent of the 
companies canvassed two years ago. 
Where salesmen receive salaries, 97 
per cent of their employers give them 
paid vacations. 

Most companies taking part in 
Dartnell’s survey have some kind 
of group medical insurance—Blue 
Cross, Blue Shield, or a plan devised 
by one of the major insurance com- 
panies. Beyond that, a number of 
organizations have supplemental plans 
to assure the coverage they want but 


' could not get under one of the stand- 


ard arrangements. 

The basic and most popular plan 
for health insurance, however, re- 
mains the “hospitalization insuzance” 
plan. Of all the companies contacted, 
89 per cent offer hospitalization to 
their salesmen. Taking salaried sales- 
men separately from the others, it’s 
almost unanimous—98 per cent of 
salaried salesmen’s companies provide 
hospitalization insurance facilities. 

With regard to company-provided 
retirement income, the Dartnell 
study shows that pensions are made 
available to 60 per cent of the sales 
forces of surveyed companies, as com- 
pared with 48 per cent in 1956. 

Companies favoring contributory 
pension plans and those preferring 
noncontributory are evenly divided, 
with 29 per cent of those surveyed 
in each camp. Another 2 per cent 
offer both contributory and noncon- 
tributory features. In the area of 
pensions, commission salesmen suffer 
in comparison to salaried salesmen: 
retirement plans are offered by 74 
per cent of companies with salesmen 


49 


2 


on salary, 61 per cent of companies pany. With respect to some kinds of 
with salesmen working on salary and insurance, they are probably even 
commission, but only 28 per cent of | more important, especially those kinds 
firms with commission salesmen. that provide protection to the sales- 

On the whole, fringe benefits are man as he covers his territory by 
no less important to salesmen than automobile, or is otherwise exposed 
they are to anyone else in the com- to the daily hazards of his work. @ 


Creativity: Lost in the Shuffle? 


IF A PARALLEL can be drawn between business employees and high-school 
students, there’s a good possibility that the creative employees get lost in 
the shuffle, and that their urge for innovation is discouraged. Yet this 
creative ability is an important factor in achievement. 

Two University of Chicago researchers, Jacob W. Getzels and Philip W. 
Jackson, studied 449 high-school students—the entire student body of a 
Midwestern school. They compared one group of students who were out- 
standingly intelligent but not outstandingly creative with another group 
that had top creativity but not top intelligence. Here are some of their 


findings: 
1. Both groups had high scores on school achievement; apparently the 


creative youngsters were able to achieve as much with originality as the 
high-IQ group with intelligence. 

2. Teachers preferred the high-IQ students. 

3. The creative students themselves felt their lack of acceptance by 
teachers—and in turn, they rejected the teachers’ opinions. High-IQ 
students had arranged a priority list of personal qualities they prized; 
these qualities, they felt, would help them achieve success as adults as 
well as success with teachers. But the highly creative students had differ- 
ent scales. On their own scales of values, having a sense of humor ranked 
far higher than it hed been ranked by others. When this group was 
asked to estimate the qualities that made for success, they reversed the 
ranking. In other words, these highly creative adolescents felt that their 
own scale of values had no relationship to that held by teachers or by the 
adult world. 

The creative students showed tremendous originality, coupled with a 
rather mocking attitude toward ordinarily accepted goals, such as follow- 
ing a stereotyped pattern toward success. They had different and less 
conventional career choices: for example, inventor, artist, space man, and 


entertainer. 
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Are Business Schools 
Doing Their Job? 


By Leland Hazard 


Condensed from 
The Saturday Review 


Iw MOUNTING NUMBERS over the 
past 25 years, leading colleges and 
universities have established schools 
and departments to prepare young 
men to cope with the problems that 
will face them in business careers. 
How well have these educators been 
doing the job? And what, exactly, 
is their job? 

Two independent studies of the 
present status of American business 
schools, and what it should become, 
have recently been published. The 
extensive and well-organized reports 
are the fruit of some years of work 
by distinguished educators, econo- 
mists, and specialists, aided by ad- 
visors from business and other fields. 
Grants from the Carnegie Corpora- 
tion and the Ford Foundation have 
made possible these timely works, 
which will have world-wide influence 
on business education for years to 
come. 

The reports are “Higher Educa- 
tion for Business,” by Robert A. 


Gordon and James E. Howell (CCo- 
lumbia University Press, 1959), 
sponsored by the Ford Foundation, 
and “The Education of American 
Businessmen,” by Frank C. Pierson 
(McGraw-Hill, 1959), underwritten 
by the Carnegie Corporation. 

In the Ford Foundation report, 
Robert A. Gordon concludes that the 
basic skills and abilities required in 
business are: 

1. Analytical 
ment. 

2. Skill in interpersonal relations. 

3. Ability to accept responsibility 
and to make decisions. 

4. General administrative skills. 

5. Breadth and flexibility of mind, 
imagination. 

6. Facility in persorial communi- 
cation, strong personal motivation. 

“Yet,” Gordon says, “there are rel- 
atively few business schools that ad- 
here consistently to these principles 
in the details of their educational 
programs.” 


ability and judg- 
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In a foreword, Thomas H. Carroll, 
vice president of the Ford Founda- 
tion, hails the trend in _ business 
education toward increased emphasis 
on the social and behavioral sciences 
and upon modern mathematical and 
statistical methods. He comments, 
“Previously only the relevance of 
economics had been appreciated.” But 
both reports demonstrate that only a 
handful out of 163 schools of busi- 
ness and 424 college and university 
departments of business are following 
the trend noted by Mr. Carroll. The 
reports regretfully suggest that busi- 
ness education—which now accounts 
for one out of seven degrees granted 
in higher education—has grown more 
rapidly in quantity than in quality. 

Both studies call for an upgrading 
of business education. They seek the 
introduction of more demanding 
curricula, despite evidence that even 
now, students in business schools 
make a lower score on comparative 
intelligence tests than do students in 
many other fields. 

Frank C. Pierson, in the Carnegie 
Corporation report, urges studies 
which have genuine intellectual, 
analytical, and literary content. He 
urges a de-emphasis of narrow pro- 
fessionalism and vocationalism, and 
would leave these to many facilities 
which exist in company training pro- 
grams, evening schools, junior and 
community colleges, and the like. 
In other words, higher education for 
business is urged to be higher. 

In general, the reports recognize 
that business, particularly large cor- 
porate business, lives in two worlds: 
first, the inner world of increasingly 
complex problems of finance, produc- 
tion, and marketing; and, second, 
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the outer world—the political, legal, 
and social environment of business. 

We have many new tools for ana- 
lyzing the inner world, as, for 
instance, the disciplines of the be- 
havioral sciences, the techniques of 
advanced quantitative analysis, and 
the application of advanced mathe- 
matics and the computer to business 
problems. But the uses of these tools 
are taught in only a tiny minority 
of business schools. 

Unfortunately, the outer world is 
barely touched in most of the schools. 
The obvious needs are for an ac- 
quaintance with the humanities, an 
understanding of history as prologue 
to the future, and comprehension of 
the totality of the society in which 
business must live. Finally, as George 
Leland Bach urges in a chapter of 
the Carnegie report, the business 
school must predict the society of 20 
to 30 years hence. It is the society 
of that day, he points out, in which 
our business school graduates will 
come to power and responsibility. 

Both reports make it clear that we 
need especially to study the decision- 
making process in action within the 
business firm itself. Money from 
business—but not only money—is 
needed. More contacts between busi- 
ness executives and teachers would 
be a boon to both groups. More em- 
ployment by business of business 
school faculty members for consulta- 
tion on live problems would bring 
cross-fertilization of the practical and 
the theoretical. The two reports are 
packed with tables of useful facts, 
and they are filled also with a fervent 
conviction of the need for better 
business education in our business 
society. 
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It’s hard to think of summer when the cold 
winds blow outside, but in a few months 


it may be too late to plan how to avoid 


the annual hot-weather slowdown . . . 


SUMMER SLUMPS 
Are Out of Date 


By Thomas B. Adams 


Condensed from Sales Management 


a THE DAYS when wool suits were 
worn throughout the year—high 
shoes were summer as well as winter 
wear, and window screens, electric 
fans, and air conditioners were un- 
known—there was a very good reason 
for reducing one’s activities in the 
summertime. Physical limitations on 
comfort and activity made it neces- 
sary to reduce exertion to a minimun. 
The ladies in their whalebone corsets 
and the nation’s business volume both 
felt the discomfort of being squeezed 
down to minimal proportions dur- 
ing the long summer days. 

The corsets have long since been 
consigned to oblivion, but the whale- 
bones on summer business and ad- 
vertising activity still persist. They 
are perpetuated in business patterns 
which accommodated the necessities 
of an earlicr day—necessities that no 
longer exist. 

Within the past three decades the 
real physical foundation for the sum- 


mer hiatus has been substantially 
eliminated. Cool clothing, air con- 
ditioning, less heating diets, and 
shorter working days have produced 
a vocational climate that is no more 
difficult in the summer than it is 
in the winter. 

In the field of communication, the 
“quiet summer” concept is strong. 
Many advertisers who pursue their 
customers relentlessly from September 
through May abandon them to com- 
petitive products during the summer 
months. It would be difficult for 
many advertisers to explain why they 
yield the stage to the swimming pool 
manufacturers, tour directors, resort 
owners, and bikini fabricators during 
the summer—especially since this is 
the period of the year when com- 
munication would meet with less 
competition from their year-round 
rivals than at any other time during 
the twelve months. 

This abandonment may be based 
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upon the belief that only trivial pur- 
chases are made during the summer 
months, and the big guns must be 
saved for competitive advertisers 
when the autumn blasts begin. How- 
ever, such capital purchases as swim- 
ming pools, motor launches, trips 
around the world, and vacation homes 
at the beach are now financed on 
long-term payments, just as are the 
older forms of capital goods. The 
capital goods manufacturer who 
abandons communication with his 
customer in June, July, and August 
may find that during this period his 
customer has made commitments to 
the summer  advertisers—commit- 
ments which preclude the purchase 
of the winter advertiser's product. 
When the heating system and swim- 
ming pool are both financed over a 
long period of months, they become 
directly competitive as year-round 
items on the family budget. 
Actually, summer offers some 
unique opportunities for building 
brand awareness and a concept of 
superior service for a product. With 
the consumer relieved of the urgency 
of making a snap decision and in 
the more relaxed attitude of summer 
living, the advertiser has an oppor- 
tunity to do an institutional or edu- 
cational job that will redound to his 
benefit come the “hard-sell” season. 
Obviously the summer cessation of 
activity has weather as its foundation. 
But in a market as big, as diverse, 
and as variable as the American mar- 
ket, no single marketing policy based 
on weather can be effective. If a 
slackening of activity is reasonable 
during the Texas summer, is it 
equally reasonable in Minnesota? 


Because the tempo slows down in 
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Florida, should we reduce summer 
sales and advertising activity in the 
Pacific Northwest? We are hearing 
more and more of market segmenta- 
tion—of treating portions of the 
total national market according to 
their own particular needs, rather 
than trying to plan as though the 
more than 50 million American fam- 
ilies all had the same aspirations, 
problems, and needs. In no area 
does market segmentation offer more 
reward than in this area of weather 
motivation. 

Most of us look at the summer 
slump from a purely national, eco- 
nomic viewpoint, but there is an 
urgent reason for reappraising it in 
the light of world conditions. As 
every businessman knows only too 
well, for the first time in 40 years 
American industry is in direct com- 
petition with foreign economies. 

In view of our high labor costs 
and built-in capital commitments, it 
behooves American industry to main- 
tain optimum production throughout 
the year. By continuous operation, 
the investment per machine operating 
hour can be substantially reduced, 
and this saving can be reflected in 
competitive world prices. In what 
better way can American business 
reduce the dollar investment per pro- 
ductive hour than to lick the summer 
slump—and thus level out the an- 
nual production cycle? 

A “summer slump” complex leads 
to a summer letdown—in sales effort, 
promotion effort, and advertising 
effort. Almost invariably, it costs 
more to build up momentum again 
than it would have cost to sustain 
a steady, consistent drive. Is your 
“summer slump” necessary? 7 


THE MANAGEMENT REVIEW 


4 
> 
: 


OFFICE 
MECHANIZATION 


Condensed from Modern Office Procedures 


A BIG PROBLEM for offices is how 
to convert the promises of techno- 
logical progress to reality. The switch 
to machines is slow because: 

e A large volume of new products 
is surging into the office field. 

® Offices aren't geared to evaluate 
each new item as fast as it appears. 

© office operation isn’t 
watched carefully enough to identify 
inefficient operations. 

Few companies feel the urgency 
to convert to new office technology 
that they feel in factory operations. 
Even companies that want to switch 
aren't moving fast because the ava- 
lanche of new machines nearly buries 
them. The result: companies are 
missing many of the savings offered 
by technological developments. Here’s 
a program for investigating, selecting, 
and using new machines. 

First step: Delegate the responsi- 
bility for new procedures and ma- 
chine research to a man with office 
operations know-how. Give him an 
adequate budget and free time to do 
his job. He will get faster and better 
results if he reports to an executive 


with authority to take action quickly. 

Second step: Outline a new ma- 
chine and procedure investigation 
program. Investigation isn’t always 
easy because its success depends on 
asking the right questions to get facts. 
Only an experienced man will know 
your office’s procedures and machines 
sufficiently well to get an accurate 
picture of the office’s needs. 

The biggest problem facing any 
company trying to switch from old- 
fashioned methods to new technology 
is that they don’t know their effi- 
ciency. They don’t know where they 
are wasting money or effort, which 
old methods have broken down. It 
simply boils down to the fact that 
they don’t know how much work is 
being done. An investigation must: 
(1) measure present output, (2) 
eliminate unnecessary operations, (3) 
consolidate procedures, and (4) de- 
velop new procedures and select ma- 
chines that will increase production. 

There are many ways to measure 
your efficiency. An effective way is 
to count the pieces of paper or num- 
ber of entries made each week by a 
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department. Divide this number by 
the number of employees for a rough 
measure of output. It will reflect in- 
creases or decreases in efficiency 
quickly, and it will point to bottle- 
necks. 

Some companies find ratio-delay 
studies the most accurate and least 
expensive way to measure output. 
Others use time-and-motion studies 
to calculate current production with 
existing equipment and procedures, 
then compare these figures with the 
production level promised with new 
methods. The important thing is to 
waste no time debating which meas- 
urement to use. All of these system. 
work and if you decide later you 
need more or less detail, you can 
switch from one to another easily. 
Just be sure that, before and after 
the change, studies are measured the 
same way. 

Production measurements will pin- 
point those spots that are least effi- 
cient. Cure them first. Office ma- 
chine manufacturers, consultants, and 
other companies’ experiences can help 
you develop new procedures. Project 
the output of each possible solution. 
After you've investigated all machines 
and procedures, compare them for 
money savings, output, and accuracy. 
Sometimes it may be worth paying 
more to get higher accuracy or out- 
put, but usually the best solution will 
show an improvement in all three 
tests. 

Here's a simple way to determine 
the dollar benefit potential of a new 
development. (The formula excludes 
the elements of speed and accuracy, 
which must be considered separate- 
ly.) Suppose you are studying a sales 
order handling problem in your com- 
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pany. You average 30 orders a week 
at $2.83 per order. For the new 
procedure you must buy a $593 
machine. Here’s how to figure the 
benefits: Subtract the predicted unit 
cost of $1.23 an order from the old 
unit cost of $2.83. Multiply the 
years used for writeoff, which is 
usually 10, times 1,560 (the yearly 
output) to get total ten-year produc- 
tion. Now multiply $1.60 Cunit 
savings) times 15,600 (ten-year out- 
put) to get total dollar savings over 
a ten-year period. Add $593 (ma- 
chine cost), $91 Capproximate tax), 
and $193 (maintenance cost) to 
get total machine cost. Subtract $877 
from $24,960. The total savings 
over a ten-year period is $24,083. 

When savings are high, when 
speed meets your demands, and when 
accuracy is high—you buy. 

Third step: Train employees in 
new technology. New machines and 
procedures are only as good as the 
people using them. Offices get bene- 
fits when they carefully explain the 
benefits of the new system and train 
employees in new procedures and 
machine operations. A good program 
will match employees’ salaries to out- 
put and give each worker status to 
match his new job functions. Then 
tell employees how much work you 
expect from them. Employees work 
better when they know what is ex- 
pected of them. 

Fourth step: Follow up machine 
installation with work-measurement 
studies to see whether the new equip- 
ment is giving the benefits expected. 
If it falls below expectations, look 
for errors and check to see whether 
the new procedure is being slowed 
down by other procedures. @ 
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a are companies providing for 
their employees in the way of health 
and medical welfare plans? Should 
employees pay part of the cost of a 
company health program? How can 
the cost of the plan be controlled? 
These are some of the questions 
asked of 132 executives from all 
types of companies across the nation 
in a recent Bureau of National Affairs 
survey. All the companies surveyed, 
it. was found, provide some kind of 
hospital and surgical benefits, and 
all but 16 per cent incorporate 
medical care in their programs. A 
full three-fifths afford employees pro- 
tection against catastrophic illness 
and injury. In 18 per cent of the 
companies, this protection is in the 
form of a comprehensive plan, which 
replaces basic hospital and surgical 
benefits and covers all types of med- 
ical costs. Typically, such a plan 
provides for a certain minimum 
amount (deductible) to be paid by 
employees before benefits become 
payable; requires them to pay a cer- 
tain percentage Cusually 20-25 per 
cent) of the costs above the deduct- 
ible amount (coinsurance); and 
places a ceiling Cusually $5,000 to 
$15,000) on benefits payable under 
the plan. In 42 per cent of the 
companies, catastrophic illness and 


FACTS AND FIGURES ON 
Corporate Health Insurance 


Condensed from Personnel Policies Forum 


injury are covered by a major medi- 
cal expense plan, which supplements 
basic hospital and surgical coverage. 
Like comprehensive, it usually in- 
cludes the deductible and coinsurance 
features and specifies a maximum 
total benefit; unlike comprehensive, 
however, it is designed to take care 
only of conditions involving heavy 
expenditures. 

Nearly two-thirds of responding 
companies (63 per cent) have con- 
tributory plans covering their active 
employees; in the remainder, man- 
agement pays the full cost for these 
employees (as distinguished from, de- 
pendents and retirees). In the case 
of plans with comprehensive or 
major medical expense insurance, 
however, while employees may or 
n * not pay part of the premium, 
they invariably share some of the 
cost. These plans include either a 


deductible or coinsurance feature— 


and many have both. 

Are employees less likely to abuse 
a health and welfare plan if they 
pay part of the cost of coverage? 
Opinion is about evenly divided: 49 
per cent of the polled executives 
answer “yes,” 47 per cent say “no,” 
and 4 per cent have no opinion or 
think abuse is due to other factors. 

Those who answer “yes” feel that 
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if misuse of the plan will increase 
each employee’s share of the cost, 
they will curb abuses. The greatest 
number of those who said “no” think 
that, if anything, contributing em- 
ployees are more likely to indulge in 
over-utilization in order to get their 
money's worth. 

Should a company operate on a 
self-insured basis instead of paying 
an insurance company to carry the 
risk of its health and welfare pro- 
giam? More than four-fifths of the 
executives are against self-insurance. 
Aside from the question of risk, they 
point out, insurance companies take 
the heat off the company when an 
employee's claim must turned 
down and provide expert guidance 
and service that are fully worth the 
premium. 

How can the cost of a health 
program be held down? One way, it 
might be thought, would be to ter- 
minate employees’ coverage when 
they reach retirement age. Despite 
the high cost of health services for 
older people, however, only 30 per 
cent of the executives favor such a 
policy. The remainder are for con- 
tinued coverage for retirees. How- 
ever, 85 per cent of executives in 
this latter group add that such cov- 
erage must be restricted to keep the 
cost from getting completely out of 
hand; only 15 per cent would 
approve identical benefits for active 
and retired employees. 

Respondents who favor limited 
coverage offer the following sugges- 
tions for keeping costs within bounds: 

1. Limit the number of claims 
per year. 

2. Establish an annual or lifetime 
ceiling on benefits. 
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3. Limit the amount and/or dura- 
tion of specific benefits. 

4. Provide benefits only for hospi- 
talized cases. 

5. Provide for a relatively large 
deductible. 

6. Limit coverage to costly dis- 


abilities. 

7. Place controls on “elective” 
services. 

Respondents had other recom- 


mendations for reducing health and 
welfare costs. The most frequent is 
that the insurance carrier should in- 
vestigate each instance of unusually 
high medical charges. Also recom- 
mended are counseling with em- 
ployees with excessive absenteeism; 
visits by registered nurses to the 
homes of absentees; personnel de- 
partment contact with doctors and 
employees; rewards to employees for 
conservative use of the plan; and 
preventive medical care to minimize 
claims. 

There is some difference of 
opinion on whether the last point, 
the inclusion of preventive medical 
services in a health plan, really does 
pay its way by reducing the fre- 
quency and severity of claims. About 
a fourth of the respondents haven't 
had enough experience with preven- 
tive care to feel qualified to express 
an opinion. Of the rest, 55 per cent 
think it does or probably does pay 
its way, 45 per cent think it doesn’t 
or probably doesn’t. (The “probably” 
refers to executives who express an 
opinion with the caution that they 
have no experience to back it up.) 
However, every respondent but one 
who has had experience with such 
a plan says it resulted in over-all 
economies. & 
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ALSO RECOMMENDED 


BRIEF SUMMARIES 
of other timely articles 


GENERAL 


THE U.S. DOLLAR. Fortune (9 Rocke- 
feller Plaza, New York 21, N.Y.), 
January, 1960. $1.25. Concern about 
the U.S. position in the international 
monetary system, according to this 
article, has resulted from two situa- 
tions: (1) The dollar no longer com- 
mands a premium on world exchanges 
because increasing inflation at home 
has cut its purchasing power while 
other currencies have become more 
stable; and (2) since 1951, dollar pay- 
ments abroad have exceeded exports 
every year except 1957, with the U.S. 
losing $3.3 billion in gold to other 
nations in 1958-59. The article dis- 
cusses one solution advanced by some 
economists—devaluing the dollar in 
terms of gold—but stresses that the key 
to the problem lies in arresting the 
cost-price push at home by sound fiscal 
and credit policies and earning confi- 
dence in the dollar abroad. 


‘HARDBOILED ECONOMICS’ GUIDE 
DU PONT IN THE SELECTION OF SITES 
FOR PLANTS. By F. E. LeVan. In- 
dustrial Development (109 Market 
Place, Baltimore 2, Md.), December, 
1959. 50 cents. With reference to his 
experience at Du Pont, the author dis- 
cusses the selection of a site for a new 
plant, considering the major factors in- 


volved from an economic point of view. 
Emphasizing the need for analyzing all 
items affecting investment and cost of 
operation (such as labor relations in 
the community, its history and trend of 
taxes, and proximity to raw materials 
and markets), he discusses size of the 
site, the community's political climate, 
the quality of electric power supply, 
and opportunities for expansion. 


THE BOARD OF DIRECTORS: ITS COM- 
POSITION AND SIGNIFICANCE. By 
Robert E. Kennedy, Jr. and Rhea H. 
West, Jr. Advanced Management (74 
Fifth Avenue, New York 11, N.Y.), 
November, 1959. $1.00. Using 1958 
proxy statements as a primary source, 
the authors examined a diversified list 
of large American corporations to find 
(1) the incidence of predominantly 
“inside” versus “outside” boards of 
directors; (2) significant reasons for an 
inside or outside director “mix” in 
various industry classes; and (3) the 
trend. if any, in the composition of 
boards of directors. Reporting that in- 
dustrial organizations have primarily 
inside director domination while finance 
and utility companies tend to rely 
heavily on outside directors, they discuss 
the advantages and disadvantages of the 
two types of board. 


INDUSTRIAL RELATIONS 


THE OLDER WORKER AND HIRING 
PRACTICES. By Margaret S. Gordon. 
Monthly Labor Review (Superintendent 
of Documents, U.S. Government Print- 


ing Office, Washington 25, D.C.), 
November, 1959. 55 cents. Despite 
efforts of public and private agencies to 
break down barriers to the hiring of 
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older workers, enforcement of upper 
age limits applies in the majority of 
firms surveyed (in the San Francisco 
area) by the Institute of Industrial 
Relations of the University of California. 
Noting that personnel policies that re- 
ward long-service employees are the very 
ones that militate against the hiring of 
experienced older workers, the author 
reports the survey's findings on _ hiring 
practices with regard to the older 
worker; presents a list of reasons given 
by firms for barring older job appli- 
cants; and discusses efforts to expand 
employment opportunities for this seg- 
ment of the work force. 


PERSONNEL FACTORS IN PLANT RE- 
LOCATION. By Robert D. Courtright. 
Industrial Development (109 Market 


Place, Baltimore 2, Md.), November, 
1959. 50 cents. If your new plant 
program includes the relocation of 


personnel, there are many problems to 
be solved in order to make the move 
both efficient and fair to those con- 
cerned, says the author. He discusses 
such problems as notification of em- 
ployees; deciding who should be asked 
to move; responsibility for handling 
details of the move; and financial al- 
lowance for employees (cost of trans- 


CLERICAL JOB EVALUATION. Office 
Executive (1927 Old York Road, Wil- 
low Grove, Pa.), December, 1959. 50 
cents. Prepared by a special committee 
of the Detroit Chapter of the National 
Office Management Association, this 
article is a point-system guide for the 
evaluation of clerical jobs. It includes 
a suggested form for job descriptions; 
recommendations concerning the for- 
mation of the job-evaluation committee; 
definitions of evaluation factors and 


point values; summary charts for job 
analyses and factor point values; and 
32 typical office positions and job de- 
scriptions, 


OFFICE 


portation to the new community, 
temporary living allowances, household 
moving and incidental expenses, and 
housing assistance). The author details 
the information that employees want to 
know about the community, and dis- 
cusses community relations in the new 
area. 


THE TRAINING FUNCTION BUDGET. 
By Harry S. Belman and John E. Bliek. 
Journal of the American Society of 
Training Directors (330 West 42 Street, 
New York 36, N.Y.), November, 1959. 
$1.00. Training directors do not give 
enough attention to acquiring corporate 
funds for their functions or to preparing 
training budgets, the authors conclude 
from their survey of training depart- 
ments in 255 companies. The study 
shows that there is no uniformity of the 
dollar size of the training budget in 
relation to the number of employees or 
to the kind of business; that the annual 
training budget per employee averages 
out to $8.67; and that 43.93 per cent 
of the training directors surveyed are al- 
lotted independent, self-controlled op- 
erating budgets—an indication, say the 
authors, of the growing status and 
greater acceptance of the training func- 
tion in business. 


WHICH COMMUNICATIONS METHODS 
ARE “BEST” FOR YOUR COMPANY? 
By Albert J. Escher. American Business 
(4660 Ravenswood Avenue, Chicago 
40, Ill.), December, 1959. 50 cents. 
This special report, designed to help 
evaluate an existing communications 
system, examines the 12 basic types of 
communications equipment for trans- 
mitting spoken and written messages 
within a company: telephones; loud- 
speaking attachments; intercom  sys- 
tems; private automatic exchanges; 
electronic exchanges; automatic and 
electronic answering devices; teletype- 
writers and telautographs; I.D.P.; fac- 
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simile systems; TV_ closed circuits; 
pneumatic tube carriers; and conveyor 
belts. The author also describes a new 
prospect in business communications, 
microwave radio, and accompanies the 
article with a directory of communi- 
cations equipment manufacturers. 


A PROGRAM FOR SELECTING DATA 
PROCESSING PERSONNEL. By Deborah 
L. Blumer. Management and Business 
Automation (600 W. Jackson Blvd., 
Chicago 6, Ill.), December, 1959. 75 
cents. Psychological testing with pro- 
fessional guidance can assist a company 


in staffing its new computer operation 
from within, advises the author, who 
offers specific methods for locating and 
testing data-processing personnel from 
among existing employees. This article 
discusses the initial announcement of 
automation plans; educational programs 
to introduce employees to concepts of 
the new system and to help screen 
candidates; and the utilization of spe- 
cialized tests and personal interviews. 
Two sample psychological tests are in- 
cluded, together with their answers and a 
brief discussion of the possible misuse 
of such tests. 


PRODUCTION 


WHEN TO SHIFT TO STRAIGHT-LINE 
PRODUCTION. By Donald D. Deming. 
Harvard Business Review (Soldiers Field, 
Boston 63, Mass.), November-December, 


1959. Reprints $1.00. When should. 


a company use process-controlled pro- 
duction, straight-line manufacturing, or 
a combination of both? To guide the 
manufacturing executive in choosing the 
most efficient form of production, the 
author offers a set of criteria including 
the utilization of machinery at each 
phase of production, costs of labor and 
material, utilization of invested capital, 
and floor space. The right choice, he 
says, is often a compromise one; for 
example, allowing material to leave the 
line for process-controlled treatment and 
returning it to the line for successive 
operations. 


PRACTICAL GUIDE TO LINEAR PRO- 
GRAMMING. By Spencer B. Smith. 
Purchasing (205 East 42 Street, New 
York 17, N. Y.), November 9, 1959. 
$1.00. The technique of linear pro- 
graming can be applied to solving 
purchasing problems in such areas as 
make-or-buy decisions, value analysis, 
inventory management, purchase sched- 
ules, seasonal-market buying, and the 
planning of shipments from vendors, 
notes the author, as he illustrates how 
this mathematical method is employed 
to plan the use of limited resources so 


that some objective—maximum profit 
or minimum cost—can be achieved. 
Accompanied by seven charts for ref- 
erence, this article takes the reader 
through the steps of solving a hypothe- 
tical problem, from the initial organiza- 
tion of data through the development 
of a feasible solution, evaluation of the 
first solution, and development of the 
final one. 


HOW TO MAKE THE BID REQUEST PAY 
OFF. By William D. Bell. Control Engi- 
neering (330 West 42 Street, New York 
36, N.Y.), November, 1959. 75 cents. 
Preparing a bid request—the first step 
in buying a complex control system— 
can be the most important buying 
function, says the author, as he provides 
a check list of nine key points to be 
considered when creating an invitation 
to bid. Among the factors reviewed 
are: due dates (suppliers usually need 
60-90 days to prepare bids); proper 
definition of turms; definition of re- 
quirements by function rather than by 
hardware; explanation of the intention 
behind the specifications; accuracy 
specifications; speed specifications; re- 
liability desired (some larger electronic 
systems purchased by the U.S. Navy 
required the spending of up to 100 
times the original cost on their main- 
tenance); delivery requirements; and 
guarantees desired. 
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Research: A New Era Begins 


(Continued from page 27) 


could produce practical results—such as radar, synthetic rubber 
or atomic bombs—within a measurable period. And it was during 
this period that the idea of harnessing scientific research, to achieve 
higher sales and profits, really caught on with American business- 
men. The result is that the postwar years are not just the age of 
synthetics, electronics, automation, nuclear energy and_ space 
missiles all rolled into one. They are more properly called the age 
of organized research—by business, on a schedule, for a profit.? 

Of course, the immediate postwar markets in the U.S. needed 
no new products and new technologies to make a boom. Expendi- 
tures on research did not spurt again until the Korean War, in 
1950, brought substantial boosts in government contracts for re- 
search in aviation, electronics and related fields. Also at this time, 
there was a sharp pickup in research in atomic energy and its 
applications. The results of this 1950 upsurge have become 
apparent in the last few years. Improved military aircraft (like 
the B-58 bomber, supersonic fighters and the first guided missiles) 
and new atomic weapons are in the hands of the armed forces. 
The first nuclear power plants for civilian use are already in op- 
eration. And the commercial jet age was inaugurated in 1958. 

When it comes to civilian products—for the consumer and for 
industry—the upsurge in research spending is even more recent. 
Of course, research has always been important in the chemical and 
electrical industries. But the new surge of spending in these and 
other lines of business started when the Korean War restrictions 
and the excess profits tax came to an end in 1953. The tax reforms 
of 1954 added a new incentive by making research outlays deduct- 
ible as a current expense. (Formerly such outlays were ordinarily 
considered capital expenditures, deductible only over several years.) 
And by 1955, the research boom was in full swing. Tax changes 
were not the only reason, of course. Business was getting more com- 
petitive—and new products were needed to spark sales. 


2 For a good discussion of this point, see The Scientific-Industrial Revolution, a pamphlet 
published in 1957 by Model, Roland & Stone, members of the New York Stock Exchange. 
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From 1953 to 1957 (according to the McGraw-Hill surveys), 
research expenditures more than doubled. Compared with $3.7 
billion in 1953, outlays reached $8.2 billion in 1958, over $9 
billion in 1959, and now show signs of approaching $11 billion 
by 1962. These figures are for research performed by private in- 
dustry. In recent years (reflecting the emphasis on defense work), 
roughly half the work done in industrial laboratories has been 
financed by the Federal government. But in such cases, the per- 
sonnel and facilities remain under private direction. 


THE INDUSTRY OF INNOVATION 


Which industries and companies do the research? Surprisingly 
enough, this is one of the often overlooked facts about the research 
boom. For, in terms of membership, the industry of innovation 
is a pretty select group. And this is so despite the fact that re- 
search and development can legitimately mean everything from 
changing the molecular structure of a hydrocarbon to changing 


the tailfin on next year’s automobile. For example: 

1. Practically all of the research and development in U.S. industry is done 
by manufacturing companies. As a general rule, other industries—in- 
cluding construction, utilities, banking, transportation, service fields and 
retail and wholesale trade—do not do very much technical research. 
Only four out of the twenty-four industries in manufacturing account for 
more than two-thirds of all industrial research. The aircraft manufacturing 
industry is estimated to have spent some $3.3 billion on research in 1959. 
Next on the list come the electrical manufacturers ($1.6 billion) includ- 
ing General Electric and Bell Laboratories, generally recognized as having 
the two best industrial laboratories in U.S. industry. Next, there’s the 
highly competitive machinery industry ($654 million), which has the 
largest number of companies doing research—well over 3,000 of them. 
Finally, there’s the chemical industry ($638 million) which easily does 
the most basic research—probably more than aircraft and electrical in- 
dustries combined. 

Large companies do most of the research spending. This is simple eco- 
nomics—just as there are not many small companies refining oil, manu- 
facturing steel or making automobiles. R&D usually involves a large 
research staff, heavy capital outlays, the special production and marketing 
costs (and risks) that go with a really new product or process. Not all 
the company research figures are available, but it’s a safe guess that the 
500 largest research spenders account for over 90 per cent of ail research 
spending in the U.S." A good example is the General Electric Company, 


%In 1953, for example, the National Science Foundation found that 73 per cent of the total 
expenditure for research and development in manufacturing was done by 2 per cent of the 
manufacturing companies, all of them with 5,000 or more employees. 
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which reported a spending of more than $260 million in 1957—more 

than some entire industries spend on R&D. 

4. Industrial research depends heavily on defense contracts. These are, in 
effect, a government subsidy for certain types of research. Such govern- 
ment support is typical of research in the primary defense industries 
Ci.e., aircraft, electronics), less true of the defense-supporting industries 

Ci.e., oil, rubber, chemicals). 


THE IMPACT IS WIDESPREAD 


On the surface, all these points look like severe limitations on 
the impact of today’s industrial research. For don’t they mean that 
most lines of business, small business in particular, have been left 
out of the research boom? 

This brings us to the single most important fact about industrial 
research and development: Research is done by relatively few 
companies, but its impact is extremely widespread. Thus, while 
manufacturing companies do practically all the research, some of 
the most dramatic revolutions in technology have been felt in other 
industries. The railroads did not develop the diesel engine them- 
selves, but it was indeed a revolution. Electric utilities are con- 
tinuing to show dynamic growth largely because the research pro- 
grams of electrical manufacturers have developed new uses for 
power. Agriculture has been dramatically changed by the research 
of universities and chemical companies. The construction industry 
benefits from the many new materials and new machines developed 
by others. Computers have revolutionized banking—and so on. 

This same criss-crossing of benefits applies to small business. 
Small companies cannot do much scientific research—since it is 
a highly specialized, risky and expensive business. But they can 
operate both effectively and profitably as suppliers and customers 
of the large corporations who do the research. Du Pont, for ex- 
ample, has about 30,000 suppliers; and 90 per cent of its cus- 
tomers are small firms who convert, process and distribute the new 
products coming out of du Pont laboratories. These indirect bene- 
fits are particularly strong in retail and wholesale trade, where the 
bulk of small firms are concentrated. Thus, the apparel shop gets 
du Pont orlon; the auto dealer, the newest Chevrolet; the oil jobber, 
new products from Esso Research—although none of these small 
businessmen will ever have his own laboratory. 
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Moreover, small business, particularly in the “science-based” 
manufacturing industries, has a dynamic role to play in trying out 
new products. When a new field is opened up by research, there 
is usually a period of testing, experimentation, probing—a period 
in which the blue-chip corporation moves cautiously before making 
any large-scale commitments of capital. As in the past, the pace 
of innovation would indeed be slower if established leaders did 
not have to cope with smaller, more adventurous firms that are 
willing to gamble on a potentially profitable new product. Henry 
Ford liked the Model T the way it was. General Foods bought 
out Birdseye after frozen foods were here to stay. Similar exam- 
ples can be found in electrical manufacturing. Recently, small 
chemical and electronic companies have been building new markets 
in their own specialty fields. Even in autos, the small car was not 
pioneered by the largest auto manufacturers. And some experts 
think that the first practical turbine engines will be offered to truck 
manufacturers by small foreign firms. 

In military research, which accounts for such a large percentage 
of all research, the effects spread out to firms of all sizes. The bulk 
of the original research contracts probably go to 100 or so large 
corporations. But, whereas the primary research is concentrated, 
the defense business which this generates is not. A single corpora- 
tion is given responsibility for a “weapon system” (Lockheed for 
the Polaris, Bell Labs the early warning system against missiles), 
but there are over 40,000 prime defense contractors and hundreds 
of thousands of subcontractors. Most important, much of military 
research has civilian applications. We have already cited jet air- 
craft as one example. But the striking gains in high temperature 
research, new alloys, medical research, atomic power, weather 
control and forecasting are also outgrowths—in part, at least—of 
the Federal government’s support of industrial research. 


THE REAL PAYOFF 


We mention all these interrelationships in the research field be- 
cause without them it is impossible to grasp how big an impact 
research and development does have on the economy. R&D would 
be of limited consequence if it affected only the company that runs 
a research program. Instead, there is a whole chain of direct and 


re 


indirect relationships involved, customer-supplier links between 
firms, industry-versus-industry competition. Looked at from a 
narrow viewpoint, one company’s new product may be just a com- 
petitor’s loss. Looked at in a larger perspective, the new products 
developed in the never-ending competition between all firms, and 
all related industries, represent a gain for the whole economy. It 
is to this larger payoff—in terms of general economic growth and 
stability—that we now turn. 


HOW MUCH ECONOMIC GROWTH? 


A company executive would say that research leads to business 
growth in three different but related ways: (1) by increasing sales 
through new products, (2) by requiring new producing capacity 
to make these new products, and (3) by cutting costs through 
more efficient means of production. An economist might say the 
same thing in a different way: Research increases over-all demand, 
raises the stock of capital in the economy, and leads to higher pro- 
ductivity. These are the key ingredients of economic growth. The 
question is how much growth is coming out of research and develop- 
ment—and when? 

The strong stimulus of research to sales is already evident in 
company financial reports. A large share of sales in some of our 
leading corporations already consists of products which did not even 
exist at the end of World War II. In 1952, the du Pont Company 
estimated that half of the products it sold had been developed within 
the past twenty years. The General Foods Corporation reported that 
16 per cent of its sales in 1953 were postwar developments. In 
1955, Corning Glass obtained 75 per cent of its revenue from prod- 
ucts developed since 1940. Now these companies are thinking of 
their future sales largely in terms of still newer “new products.” 

Surveys by the McGraw-Hill Department of Economics suggest 
that as much as half of the growth in manufacturing sales may be 
coming from new products over the next few years. In the spring 
survey of 1958, companies reported that, on the average, they ex- 
pected some 12 per cent of their 1961 sales to be in products that 
were not on the market in 1957. For the research-minded chemical, 
machinery and aircraft industries, the percentage ranged from 14 
to 52 per cent. 
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At the present time, however, the impact of research is still very 
gradual. Thus, while most companies reported plans to increase 
research expenditures sharply in the period 1958-1961, only 32 
per cent of the companies had started to make significant outlays for 
plant and equipment to manufacture new products. 


TIME LAG IS SIGNIFICANT 


This emphasizes the lagged impact of research on sales and invest- 
ment. According to the Department of Economics’ past surveys of 
research directors, the average time-lag from start of research to new 
product is about four to six years. However, in some industries, 
where innovation is primarily a matter of product improvement— 
packaged foods, apparel, autos and home furnishings—the payoff 
period for research may be shorter. For more complex products, 
such as completely new machinery or the dramatically new consumer 
durable goods, the time-lag is longer. But for industry as a whole, 
perhaps five years of research plus two years to develop a market is 
a good estimate of the time it takes for a new product to start paying 
off. Thus, it is at least seven years before research programs begin 
to affect product sales or capital investment for new plant facilities.* 

These lags in product development and new plant construction 
will determine the timing of economic developments growing out of 
the current research boom. Because of the lags, the results of the 
recent step-up in research activity will not be fully evident for several 
years to come. If we assume the usual seven years to develop products 
and markets, then—remembering that research started to expand 
rapidly in 1955-1957— it will be at least 1962-1963 before the 
new developments become a dominant factor in capital expenditures. 
But once this new flow of new products starts, it will accelerate 
sharply just as research has been accelerating. 


RECORD EXPANSION AHEAD? 


The really basic changes in consumer goods should be in full 
swing by the mid-1960’s—if not before. Many of these are under 


* Capital investment particularly tends to lag because the expenditures required to begin 
output of a new product are usually quite small. Often existing facilities, or a part of 
them, can be converted to turn out trial quantities of the new product. And the really heavy 
expenditures required to build a complete new plant are not made until a year or two 
later. Maer ay expenditures to introduce a new process are not usually made until there 
is a relatively large production volume to justify these outlays. 
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development right now, and some of them can already be produced 
in test quantities. But it will take more research and development 
to get costs down, and more years after that for population and 
incomes to grow to the point where mass markets are created. 

A wave of new consumer products in the mid-1960’s, particularly 
new consumers’ durable goods, would mean new “tooling up” for 
many plants. It might begin the greatest capital goods expansion in 
all history. For when industry expands in the 1960's, it will not be 
simply by adding more capacity of the same type. It will be with the 
new processes and new production equipment developed by research 
that is now underway. Thus, the auto industry hopes to have the 
truly automatic factory ready for mass production of the turbine en- 
gine —with automatic machining, assembly and testing all controlled 
by computers. The steel industry is counting on continuous casting 
for the expansion of the mid-sixties. By then, the electric power 
industry hopes that a significant number of its plants can be atom- 
fueled. The building industry will be introducing complete prefab- 
rication techniques. And many metal products may be produced 
by direct reduction of ores, powder metallurgy, and continuous cast- 
ing techniques. 

The combined impact of new products and new processes, to 
meet an expanding market, will thus be felt in the mid-sixties— 
eight to ten years after the sharpest acceleration in research spend- 
ing. The time of greatest impact is that far away because of the 
lags for applied research work, pilot plant studies and market de- 
velopment. But to a large degree, this surge of economic growth has 
already been shaped by the research programs of the last few years. 


RESEARCH AND ECONOMIC STABILITY 


Granted that research establishes a great potential for economic 
growth over the long-run, what about the facts that markets are 


changed, jobs are revolutionized, plants are made obsolete? Will 
this disturbing process accentuate the ups and down in business— 
the historical boom and bust cycle in American industry? 

In a word, no—for several reasons.°® 


5 For a fuller discussion of these reasons, see Saturday Review, Jan. 19, 1957, “Do We 
Have to Bust When We Boom?”, by Dexter M. Keezer. 
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One of these is the very magnitude of today’s research effort. 
Isolated doses of research can cause instability. But this is the case 
when there are only a few innovations which tend to bunch and 
have an uneven impact on markets for capital, commodities and 
labor. When the process of innovation is as sweeping in scope and 
continuous as that provided by a yearly expenditure on research 
of more than $9 billion, the disturbances lose their isolated character 
and become merged in a steady surge of economic growth. In place 
of a series of shocks, there is a steady shove. 

Similarly, large-scale research not only insures a steady flow of 
new products and processes, it also changes the very structure of 
industry. Under the impact of today’s research, corporations are 
merging, diversifying, moving into new lines of business with the 
net effect that they are not tied to the irregular market for one par- 
ticular product. Research can also smooth out the cycles in key 
industries—such as electric utilities, where midsummer air condi- 
tioning is offsetting the old winter seasonal peak loads; or in the 
steel industry, where the low-cost “hydrogen process” for refining 
iron ore, combined with smaller (electric) furnaces and continuous 
casting techniques, may extend the three-year bulge in capital spend- 
ing that occurs with construction of giant furnaces and rolling mills. 
Moreover, research creates whole new industries and gives wider 
scope for the “rolling readjustment” where one industry's cycle can- 
cels out that of another. As Professor Slichter has put it: “By adding 
to the number of industries, technological research tends to moderate 
the cyclical movements of the economy as a whole.”® 

Still another factor is that research and development is largely 
detached from the ups and downs in business activity. In 1958, for 
example, when capital investment declined sharply, research expen- 
ditures were increasing by more than 10 per cent. Nor were there 
declines in the 1949 and 1954 recessions. This detachment is 
viewed by some as casting organized research and development in 
a positive role working for greater economic stability. 

Finally —and this is the most important way to state the case for 
increased stability—research is an antidote for the buildup of too 
much producing capacity. Excess capacity was the villain of the 


In an address to the National Science Foundation, May 20, 1958. 
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cycle, according to accepted theories of economics. First, a boom 
level of investment, leading to surplus capacity; then, too many 
goods and falling prices; finally, a dwindling rate of return on 
investment. The result was a steep and prolonged decline in capital 
investment and a serious depression. 


STABILIZING EFFECTS 


Research doesn’t take all the jiggles out of the business curve. 
But it does prevent them from becoming the disastrous plunges that 
can take place in a stagnating economy. For, even during a letdown, 
research insures that substantial investment may still be very profit- 
able. This is investment for tooling up for new products and new 
markets a few years ahead. It is also the investment needed to cut 
costs and modernize old capacity. 

In other words, under the impact of research, the very concept 
of capacity has changed. Even during good times, the research- 
minded company (and industry) will have some “idle” capacity. 
Part of it will be the result of the wider margin of capacity that 
comes with a diversified line of products. Part of it may be the 
result of a low operating rate of a new manufacturing process that 
is being introduced. And part of it may be the reserve capacity kept 
on hand to take advantage of the unexpected spurts in demand of 
a fast-growing, changing economy. But this isn’t the “excess capacity” 
with the drastic consequences of an old-fashioned bust. It is the 
expanding potential for future economic growth. 


SOME UNSOLVED PROBLEMS 


Now that we have stated the bright prospects arising from re- 
search, let us touch briefly on some of the problems that must be 
dealt with, if those prospects are to materialize. 

First is an adequate supply of scientists and engineers. The experts 
assure us that while the supply of scientific manpower may be hard- 
pressed at times, this will not add up to a crippling shortage over 
the next few decades. Needless to say, there will always be a short- 
age of really top scientists and engineers. And, insofar as the de- 
mands for scientists have been met in recent years, this has been 
done in part by inducing university and college faculty members to 
leave the campus for greener (i.e., money-colored) pastures in 
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industry. This obviously is no way to run a continuing research 
effort: 

There is a possible shortage of basic research. Of industry's total 
research expenditures, probably no more than 5-10 per cent cur- 
rently represents inquiry into the fundamentals of scientific knowl- 
edge. As many scientists (and a good many of industry’s own 
research directors) have pointed out, too many companies are looking 
for a quick return on R&D—the new product to boost sales, or the 
applied research to cut costs. They are not sufficiently concerned 
with the advances in the basic sciences on which all such techno- 
logical innovation ultimately depends. 

Finally, there are government and corporate policies which need 
to be updated in this age of innovation. For one, more attention could 
be paid to providing profit incentives (i.e., something more than 
just a cost-plus contract) in military research. Another possibility 
is further revision of our laws on depreciation so as to increase the 
speed at which new processes developed by research are actually 
adopted. Also, there are corporate policies themselves. How much 
should be spent on research? What standard should be used in 
choosing between projects? 

These problems—the need for good scientists, more basic re- 
search, better policies in the research field—are not likely to capsize 
the research effort. One reason is that recently the problems have 
been recognized and are getting attention. But they will remain 
important, if only because research itself is so important to the poten- 
tial prosperity and growth of the United States. 


THE KEY TO ECONOMIC GROWTH 


We can now sum up that potentiai. The economy stands only a 
few short years from a dynamic consumer and industrial revolution 
based on the outgrowth of present research programs. The current 
massive figures on research spending indicate that industrial research 
is not only big business in the U.S. It is a growing business. And 
this growth will be reflected in future sales of both consumer goods 
and capital goods. 

Most of these revolutionary products are still in the test-tube and 
pilot-plant stage. But as we move into the 1960's, increasing invest- 
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ments will be made in new processes and new machines. More and 
more sales will be coming from new products. And more and more 
plant and equipment will be needed to produce them. This is the 
key to economic growth on a stable and continuing basis in the 
decades ahead. + 


Preventive Medicine for Antitrust Ailments 


THE ROLE OF THE BUSINESS ECONOMIST is becoming broader and more 
complex, Business Week magazine reports, but some companies are over- 
looking areas in which the company economist can make a major con- 
tribution. One such area is antitrust litigation, according to Joel Dean of 
Columbia University and Joel Dean Associates. Speaking before the first 
annual National Association of Business Economists conference, Dr. Dean 
maintained that the job of drafting, enforcing, adjudicating, and contest- 
ing the antitrust laws calls for “counselors-at-economics” as well as 
counselors-at-law. 

The need for the economist in antitrust work is implicit in the pur- 
pose of antitrust legislation, which seeks te achieve economic goals through 
legal means. Dean prescribes preventive medicine for corporate antitrust 
ailments: The company economists should create a continuous “antitrust 
audit,” presenting a picture of the company as seen through the eyes of 
the enforcing government agencies, in order to forecast the company’s 
susceptibility to antitrust litigation. The audit would involve a study of 
the company’s share of the market, earnings, and integration. It would 
require study of business rivals, possible substitution of products, entry 
into the industry, and pricing and distribution practices. 

In addition to the continuous audit, the economist should prepare 
special studies when some contemplated course of action might be “sensi- 
tive in the antitrust sense’—such as introduction of a new discount 
schedule or a merger. 

If an antitrust suit is actually brought against a company, the economist 
should be a key member of the firm's defense team. His first job should 
be to forecast the government's economic case. “A firm's first reaction,” 
says Dean, “often is that the government has no case—its charges are 
baseless and ridiculous and can be countered by a barrage of self- 
laudatory propaganda.” The economist, at this point, might restore a 
sense of reality by developing possible government arguments that are 
internally consistent and can be supported by factual evidence. 

With a forecast of the government's case in hand, the economist can 
begin to sketch out the economic theory of the case for the defense, and 
can start the job of buttressing the company’s case with the necessary 
economic studies. Dean cautions that the economist should remember 
that he is preparing his company’s economic evidence for a court—and 
that this may impose requirements more strict than those normal to 
managerial work or even academic research. 
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Sizing Up New Acquisitions 
(Continued from page 33) 


from the accountants’ analysis of the seller's books, the excess 
should generally be attributed to going-concern value. This item 
is normally considered the premium that the seller of a successful 
business may demand over and above the book value of his com- 
pany. Going-concern value is the result of such factors as the 
seller's favorable sales position in the industry, his lower operating 
costs, the advantageous contracts, licenses, or other arrangements 
he has been able to conclude, and other intangibles that the buyer 
may or may not be able to take over as a result of the acquisition. 


Forecasting Future Earnings 

The comparison of asset value and capitalization of earnings 
value is only a guidepost to present value. It is also necessary to 
determine the extent to which this present value will be affected 
by future events. 

In taking this final step in the evaluation process, management's 
study can be divided into two parts. First, an estimate of the 


future earnings record of the seller's business should again be 
determined from a wholly objective viewpoint, omitting any unique 
factors which the expanding company may be able to add. Second, 
a future earnings estimate should be made by adding in such 
factors as the buyer's ability to increase earnings by providing 
additional financing; the buyer’s ability to conduct the business 
more profitably through furnishing the raw material supply; and 
the savings that the buyer estimates will result from having the 
two businesses operated as a single unit. 

In the first part of this final evaluation, a thorough market 
survey is the most important element. Such surveys are designed 
to show whether earnings are likely to rise, level off, or decrease 
because of the increased production or saturation of the market. 

In order to determine whether any additional premium can be 
paid for growth potential, a forecast earnings statement at reason- 
able operational levels should first be prepared. The forecast in- 
come should be compared to present income to determine whether 
there is likely to be an increase over the current average income. 
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If it is concluded that an increase is likely, the amount of the in- 
crease should be capitalized by a lower factor because of the 
speculative nature of such earnings. From this capitalization of 
future projected increases in earnings there should be deducted 
the amount of any increased investment in the business which 
might reasonably be required to produce such additional income. 
The resulting figure will be the premium that the buyer might 
be willing to pay because of growth potential of the seller’s business. 

In almost every case, management will bargain the transaction 
with the seller on the basis of asset valuations, capitalization of 
earnings valuations, real estate appraisals, and other objective 
determinations. Normally, its forecasts of future earnings will 
not enter into the bargaining but will be used by management as 
internal information—a general indication of its bargaining limits. 

Any calculations that appear to justify a valuation of the 
business far in excess of that arrived at through the accountants’ 
analysis of the seller’s financial statements should be viewed with 
caution. If management's forecasts are too far out of line with 
the recently recorded financial history of the seller's company, 
management may find that the business acquired does not contain 
basic values that have: any relation to the price paid and that there 
is no way the company can successfully withdraw from the venture 
and minimize its losses. 


Other Evaluation Methods 

Since the ultimate valuation of the seller’s business will, of 
necessity, be no more than a well-reasoned prediction, it is prudent 
for management to check its conclusions in as many ways as 
possible. For example, if the stock of the seller's company is 
publicly traded, the published market value of all shares is some 
indication of the value of the business. However, since the in- 
vestor’s viewpoint varies greatly from that of the operator, this 
yardstick will have to be used with considerable caution. 


TERMS OF THE ACQUISITION 

The final step in management's pre-acquisition evaluation will 
be to analyze the terms of their company’s payment and what it 
will receive in return. 
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In any acquisition, the terms of purchase can be as flexible as 
the ingenuity of the parties. Again, however, there are certain 
general principles that are useful for the negotiator to bear in mind. 


Terms of the Buyer's Payment 


One area of flexibility relates to the terms of payment. Here 
are some of the types of payment open to buyers in corporate 
acquisition situations: 

1. All cash. 

2. An installment sale, with a portion of the purchase price 
paid in cash and the remainder to be paid over a period of time. 

3. An installment sale, with the balance of the purchase price 
contingent on the earnings of the acquired business. 

4. Total or partial payment in products manufactured by the 
buyer, if the seller is able to use such products in another phase 
of his business not included in the sale. 

5. The acquiring company’s stock, either common or preferred. 

If the purchase price is to be in any form other than an im- 
mediate cash payment, the transaction becomes more complex and 
there are many points to be considered. Thus, if payment is to 
be made in products, some attempt must be made to insure that 
such products will be used for the seller's requirements and not 
dumped on the market at cut-rate prices. If the transaction is to 
be arranged so that the seller can obtain the income tax benefits 
of an installment sale, the key rule is that not more than 30 per 
cent of the total purchase price can be paid at the time of sale. 
The issuance of company stock as payment for an acquired business 
is often rejected if it results in a considerable dilution of the present 
stockholders’ equity interest. 


Stock vs. Assets 


The most direct method by which the buying corporation can 
get what it wants is to purchase the seller’s assets. From the seller's 
point of view, however, the simplest and most direct way to con- 
summate the transaction will often be through the sale of his stock 
to the buyer. Under the present Internal Revenue Code, the.same 
tax result can be reached, regardless of which of the two methods 
is used. 
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Normally, the buyer will prefer to buy assets rather than stock. 
If stock is purchased, it is much more difficult to guard against 
unknown and contingent liabilities and, as a consequence, con- 
siderable legal preparatory work is required and a far more complex 
set of agreements must be used. 

On the other hand, sometimes a situation such as a tax loss 
carryover or the fact that the seller’s assets have a higher tax basis 
than the purchase price may make the purchase of stock rather 
than assets desirable. The purchase of stock may also offer some 
advantage to the buyer in that nonassignable contracts, leases, 
licenses, and franchises can be taken over without the consent of 
outsiders. Finally, some paper work is avoided in a stock trans- 
action, since title to the underlying assets passes automatically; in 
an asset purchase, title to all the assets must pass to the buyer 
by proper instruments of conveyance. 


Lease as an Alternative to Purchase 


Mention should also be made of a device that is used on occasion 
by many growth companies to conserve cash and to reduce the risks 
inherent in any business acquisition. This device consists of the 
purchase of the inventory, accounts receivable, and other assets 
of the seller's company, except its plant and equipment, which are 
leased to the buyer by the seller on a long-term basis. In some 
acquisition situations, this approach may be worthy of investigation. 


SPECIAL PROBLEMS IN THE EVALUATION 


In order to obtain the answers to these major questions of what, 
why, how, and how much, management will ultimately have 
to obtain answers to almost all the detailed questions listed in the 
check list that starts on page 80. A reading of this check list makes 
it clear that assistance will have to be obtained throughout the 
pre-acquisition evaluation from the company’s legal, traffic, pur- 
chasing, industrial relations, engineering, and other staff depart- 


ments. 


Need for a Physical Inspection 


During the initial discussions, the buyer's personnel should visit 
the seller's plant to determine the condition of the buildings and 
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equipment, and to evaluate the efficiency of the plant layout and 
availability of truck, rail, and water transportation. At the same 
time, the buyer's accountants should review the seller's books and 
tax returns for past years in order to determine the asset value and 
earnings of the business. Purchasing personnel should review the 
seller's contracts for supplies, materials, and inventories, and sales 
personnel should review the seller’s sales orders. Finally, inquiry 
should also be made into the labor relations situation at the seller's 
plant. All these matters require physical presence at the seller's 
plant, and a request to perform such an inspection should be 
made at an early date. 


Management of the Acquired Business 


A most important element in any successful acquisition is finding 
managerial talent that can carry out the plan once the acquisition 
has been completed. An acquisition should not be undertaken 
unless managerial resources will be available within the buyer's 
company to undertake the operation of the new business success- 
fully. 

Companies that have experienced rapid growth through acquisi- 
tions have often placed as much emphasis, in evaluating purchases, 
on the possibility of acquiring good management as on the acquiring 
of good physical assets. This approach also often fits in with the 
seller’s desire, as many small owner-operators are reluctant to sell 
if they will be deprived of any continuing interest in the business. 
Therefore, in any acquisition, the possibility of obtaining key 
operating talent along with the physical assets of the company should 
be investigated. 


Antitrust Problems in Acquisitions 


Consideration of the impact of the antitrust laws is primarily 
the responsibility of corporate counsel, but management must bear 
in mind the basic principles involved. The Clayton Act does not 
allow acquisition of another company or its assets where the result 
may be substantially to lessen competition. This applies both to 
“horizontal” acquisitions, such as that of a competitor, and “vertical” 
acquisitions, such as that of a supplier or a customer. The main 
concern of the attorneys will be the size of the market involved, 
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the number of competitors therein, the market share of the com- 
pany and of the acquired business, the reason the owner wants 
to sell, the reason the company wants to buy, and the practical 
effect of the acquisition on competitors. Management should see 
that such information is made available to counsel. 


Recommendations to the Board 

The pre-acquisition evaluation, and management's negotiations 
with the seller, will result in a set of recommendations to the 
Board of Directors. In fact, in some large companies, management 
often gets the feeling that the sole purpose of the pre-acquisition 
evaluation is to gather material for this Board presentation. The 
true function, however, is to uncover, and permit the evaluation 
of, the key factors that make it possible for management to make 
a wise business decision. 

This process must be undertaken, even though the philosophic 
business executive understands that, as soon as the acquisition has 
been completed, a whole new set of wholly unforseeable factors 
are likely to appear. 


NEGOTIATIONS WITH THE SELLER 


Concurrently with much of the pre-acquisition evaluation, 
negotiations will take place between the seller and the buyer. Every 
acquisition contains the elements of a horse trade, with ample 
room for negotiation. There is no one price that can be computed 
on a slide rule or through a mathematical formula and no one 
set of terms that can be copied out of a form book. The first step 
will usually be to get the seller to state the type of transaction that 
it has in mind, but often the seller will ask the buyer to take the 
initiative. 


Legal Advice 

As soon as it appears that the acquisition may be feasible, man- 
agement will find the participation of attorneys useful in analyzing 
the transaction and suggesting the form of counteroffers to be 
made. When agreement is reached, the attorney will prepare the 
closing papers embodying the final agreement. Throughout, an 
experienced attorney will anticipate and uncover important prob- 
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lems, such as those involving tax and antitrust matters, creditors’ 
rights, and the property rights of the seller. 


Preliminary Agreement 

During preliminary discussions, and while the pre-acquisition 
evaluation is taking place, it may appear to management that the 
terms are attractive and that it would be desirable to obtain some 
“holding paper” that will permit time for a more detailed review 
and final approval. 

One form of “holding paper” is an option agreement. However, 
to be legally effective, an option must be definite in its terms, and 
it will often be as difficult to negotiate and prepare as the final 
contract. 

A useful device is to prepare an informal summary of the points 
discussed, with an indication of the areas in which agreement has 
been reached, subject to final investigation. Such a paper is often 
initialed by both parties and, while not legally binding, may be 
very helpful in expediting negotiations. 


FINAL AGREEMENT 


Once the parties are in final agreement, it is essential that the 
terms of the acquisition be reduced to contracts and executed with 
all possible speed. The attorney will prepare the formal contracts, 
which will include a procedure for closing the acquisition. 

In the final analysis, the success of a company’s acquisition 
program will always result from the good business judgment of 
its management, not from adherence to a rigid set of rules. Use 
of the policies and precedures that have been discussed, however, 
will serve as a useful departure point in coping with a particular 
acquisition problem. 


Epitor’s Note: MANAGEMENT’s ACQUISITION CHECK LIsT, 
which details the information that management must obtain 
in order to make an informed evaluation of a prospective 
acquisition, appears on the following three pages. 
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A. General 


2. 


4. 


History of business and general 
description. 

List of officers and directors and 
their other business affiliations. 
Stock distribution — number of 
shares, classes, principal holders, 
etc. 

Organization chart. 


B. Financial 


16. 


17. 


Latest audited financial statements 
and any subsequent unaudited 
statements. 

Ten-year summary financial state- 
ments. 

Projected operating and financial 
statements. 

Full description of securities, in- 
debtedness, investments, and other 
assets and liabilities other than nor- 
mal day-to-day accounts. 

Chart of accounts and/or descrip- 
tion of accounting practices relative 
to inventories, fixed assets, etc. 
List of bank accounts, average bal- 
ances. 

Credit reports from banks and a 
Dun and Bradstreet Report. 
Federal income tax status; i.e., any 
loss carry-forwards, latest year au- 
dited, any deficiency claims, etc. 
Summary of state and local tax 
situation; e.g., applicable taxes, 
any deficiency claims, etc. 

Tax status of proposed transaction 
and attorneys’ recommendation as 
to best method of acquisition. 
Complete list of insurance policies, 
including description of coverage 
and cost; workmen’s compensation 
rate. 

Statement of responsible officer of 
business as to unrecorded or con- 
tingent liabilities. 
Description of inventory. 
Bonus and pension plans; 
and commission contracts. 
Statistics regarding industry groups 
(trends, return on investment, mar- 
gin on sales, etc. ). 
Statements regarding 


salary 


company’s 


breakeven point, including details 
of product mix, costs, and fixed and 
variable expenses. 

Check desirability of having en- 
gineering and real estate appraisal 
made of Seller’s plant. 


MANAGEMENT'S ACQUISITION 


CHECK LIST 


Cc. Sales 


2. 


10. 


12. 


A brief description and history of 
the product line. 

A ten-year record of product sales 
performance. 

A long-range forecast of growth or 
contraction trends for the industry 
of which the product line is a part. 
A three to five year forecast of 
anticipated demand for the prod- 
uct. 

An estimate of the industry's abil- 
ity to supply present and antici- 
pated demand. 

A three to five year forecast of sales 
expectations for Seller's company 
including share of the market. 

An analysis of the effect of anti- 
cipated increased volume and/or 
cost reduction on: 

(a) Product demand and share of 


the market. 
(b) Market saturation and over- 
capacity. 
An analysis of the effect of the 
geographic location of Seller's 
plant on: 
(a) Product demand and share of 
the market. 


(b) Distribution costs (freight 
savings, warehousing, etc.) 

(c) Competitive position. 

A review of present sales manage- 
ment, selling force, advertising, and 
sales promotion policies for adapta- 
bility and adequacy in relation to 
Seller’s plant. 

A review of present competitors 
and competitive practices, includ- 
ing: 
(a) 
(b) 


(ce) 
(d) 


Description of competitive 

products. 

Location. 

Estimated share of market. 

Pricing policies. 

(e) Methods of distribution. 

An analysis of present and/or 

probable pricing policies for the 

product line considering: 

(a) Competitive position. 

(b) Cost pricing. 

An analysis of present and poten- 

tial domestic and export customers. 

(a) Major types of customers and 
per cent of sales to each. 

(b) Geographical location. 

(c) Buying patterns. 
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Acquisition Check List (Continued) 
3. 


D. Manufacturing 


1. 


2. 


3. 


4. 


10. 


Description and layout of Seller's 
plant and property. 

List of principal machine tools in- 
cluding age and condition. 
Opinion regarding maintenance 
and “housekeeping.” 
Utilities—availability, usage, rates. 
Estimated total annual fixed cost 
of plant operation. 

Company organization and depart- 
mentalization. 

Transportation facilities. 
Description of area, including cli- 
mate, hazards from flood, etc. 
Detailed schedule of manufacturing 
expense. 

Building codes, zoning laws and 
restrictions. 


E. Purchasing 


Principal materials used. 

Relation of material costs to sales. 

Purchasing methods. 

List of principal suppliers, items, 

location. 

Inbound freight costs. 

Work load for last twelve months. 

(a) Number of purchase orders 
issued. 

(b) Value of purchase order is- 
sued. 

(c) Value of outstanding com- 
mitments. 


F. Research and Engineering 


1. 


Description and condition of fa- 
cilities. 

(a) Drafting room and office. 
(b) Experimental room. 

(ce) Laboratory. 

(d) Special test equipment. 
Engineering personnel and quality 
and quantity of technical talents. 
Product designs; evaluation; con- 
dition of drawings. 

Patents and _ trade-marks—cover- 
age, existing applications, litiga- 
tion. 


G. Industrial Relations 


1. 


2. 


Total number of present em- 
ployees. 

Number of direct, indirect, ad- 
ministrative employees and wage 


and salary expense. 


Determine types of skills available 
in the area from local employment 
service and other sources. 

Obtain copy of union contract. 
Labor relations history and evalua- 
tion of labor situation in area. 
Appraisal of working conditions. 
Statistics on turnover and reasons 
therefor. 

Description of incentive system; 
average and hourly incentive rates. 
Employment and personnel poli- 
cies. 

Accident frequency. 

Ratio of total labor cost to sales. 
Copies of pension and _ welfare 
plans. 

Appraisal of transportation, com- 
munity recreation facilities, hous- 
ing. 


H. Traffic 


1. 
2. 


Check side-track agreements and 
ownership of tracks. 

Check switching service and list 
railroads serving plant. 

Check track layout, ground owner- 
ship, condition of rails and ties. 
Check unloading or loading facili- 
ties inside buildings. 

Determine if general intraplant 
material handling is outmoded, ex- 
pensive, or subject to improvement. 
Analyze origin of inbound raw ma- 
terials and freight rates that apply 
or could be secured. 

Analyze rate classification by truck, 
water, rail on outbound products, 
and compare with various compe- 
titors’ charges. 

Total various items of expense for 
a factor of transportation costs 
involved; show percentage of re- 
duction possible by change in 
methods. 


1. Legal 


Check Seller's power to conclude 

the sale. 

(a) Legal power: SEC, state cor- 
porate laws, “blue sky” laws, 
etc. 

(b) Corporate power: charter, by- 
laws, etc. 

(c) Contractual power:  restric- 
tions in bank loan agreements, 
etc. 

Evaluate the risk that Seller's 

shareholders will attack the trans- 

action. 
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10. 


Review need for compliance with 
Bulk Sales Act if an asset trans- 
action. 
Check qualification and good stand- 
ing in all states in which the Seller 
conducts business. 
If Seller was organized within five 
years, determine names of promo- 
ters, nature and amount of any- 
thing of value (including money, 
property, options, etc.) received or 
to be received by each promoter 
directly or indirectly. 
Investigate the antitrust aspects of 
acquisition. 
Check the assignability of the fol- 
lowing types of contracts: 
(a) Licenses and royalty agree- 
ments. 
(b) Employment agreements. 
(c) Leases. 
(d) Supplier’s contracts. 
(Ce) Customer’s contracts, particu- 
larly U. S. Government. 
(f) Collective-bargaining agree- 
ments. 
Determine any beneficial contracts 
already subject to prior assignment 
—e.g., to lending institutions. 
Ascertain if there are contracts or 
policies which would place an ob- 
ligation or duty on the Company, 
as buyer, in either a stock or an 
asset deal: 
(a) Profit-sharing plans. 
(b) Contributory employee stock- 
purchase or savings plans. 
Restricted stock-option plans. 
(d) Pension and bonus plans. 
(Ce) Pattern of traditionally high 
salaries and fringe benefits. 
(f) Group insurance and similar 
employee benefit plans. 
Obtain legal description of loca- 
tion and general character of Sel- 
ler’s principal plants and offices. 
If any such property is not owned 
or is held subject to a major en- 
cumbrance, so state and briefly 
describe how held (consider lease 
termination dates and powers to 
renew ). Check: 
(a) Liens for taxes or assessments. 
(b) Liens because of partial pay- 
ments, etc. on Government 


contracts. 

(c) Restrictions, such as zoning, 
on use of real property and 
easements. 


Acquisition Check List (Continued) 


ll. 


12. 


13. 


14. 


15. 


16. 


18. 


19. 


20. 


21. 


(a) Check the existence of any 
present or threatened litiga- 
gation dr administrative pro- 
ceeding which could adverse- 
ly affect business. 

Determine Seller’s general at- 
titude toward and pattern of 
compliance with regulatory 
acts such as Federal Trade 
Commission, Sherman and 
Clayton Acts. 

Check whether all required 
federal and state tax returns 
are filed, examined, and set- 
tled. 
C1) 


(2) 
(3) 


(b) 


(a) 


Income and excess-prof- 
its taxes. 
Franchise 
stock taxes. 
Sales and use taxes. 
(4) Real and personal prop- 
erty taxes. 
(5) Other excise taxes. 
Determine adequacy of all 
established reserves. 
Examine renegotiation procedures, 
settlements, and reserves. 
Determine whether contracts with 
customers have redetermination 
clauses and maximum exposure 
thereunder. 
Determine whether contracts with 
suppliers and customers have esca- 
lation clauses and maximum net 
exposure thereunder. 
How secure are Seller's property 
rights in its: 
(a) Patents. 
(b) Trade-marks, trade names and 
copyrights. 
Goodwill. 
Determine if the Seller is a party 
to any unusual “confidential treat- 
ment” or “secrecy” agreements. 
Determine if the Seller maintains 
adequate insurance on all insurable 
property and all reasonable risks. 
Review Seller's warranties to cus- 
tomers. Determine whether ade- 
quate reserves have been estab- 
lished and review history. 
Determine if the Seller has any 
benefits under any contracts or 
other arrangements which would 
terminate or increase in cost fol- 
lowing acquisition. 
Determine if minority stockholders 
or dissenting stockholders will have 
appraisal rights as a result of the 
transaction. 


and capital 
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NEW FORCES IN AMERICAN 
BUSINESS: An Analysis of the 
Economic Outlook for the ’60’s. 
By Dexter Merriam Keezer and 
Associates. McGraw-Hill Book 
Co., Inc., New York, 1959. 
278 pages. $4.75. 


Reviewed by Leo Teplow* 


Surveying the major factors affect- 
ing the economy of the United States, 
Dexter Keezer and his associates 
reach the pleasantly optimistic con- 
clusion that over the decade of the 
sixties now beginning, the American 
economy is likely to experience rela- 
tively steady growth and prosperity. 
This conclusion is supported by a 
recognition that institutional changes 
developed since the thirties have in 
effect created a basically different 
economy, with new driving forces, 
differentiating it from the business 
economy of the early thirties. 

The book implements this conclu- 
sion in some detail, devoting entire 
chapters to such subjects as the pros- 
pects for sustaining a high level of 
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ican Iron and Steel Institute, New 
York. 
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SURVEY OF BOOKS 
FOR EXECUTIVES 


business investment (the authors con- 
clude the prospects are good); re- 
search and development, which are 
expected to create both new products 
and pressure for increased capital 
investment; the omnivorous “middle- 
class” consumer market; the market- 
ing philosophy that will exploit it; the 
expanding role of government (which 
the authors conclude will constitute 
a stabilizing force); the continuation 
of rugged competition; the prospects 
for avoiding “disastrous” price infla- 
tion; the chronic troubles of agricul- 
ture; and the overseas market, which 
is expected to grow handsomely. 

The book covers these important 
areas in brief but adequate fashion, 
on the whole. It is a good summary 
of the major factors that need to be 
considered in trying to decide whether 
the second decade of the second half 
of the twentieth century is likely to 
continue the expansionary yet rela- 
tively stable economic developments 
of the first decade, or whether special 
caution signals should be set on the 
right of way. 

And yet, for this reviewer, the 
book leaves much to be desired. Its 


authors are business economists. As 
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such, they feel free to forecast future 


trends without all the meticulous 
qualifications and “on the other 
hands” one expects of their academic 
counterparts. That is all to the good. 
Businessmen must make decisions 
here and now, rather than wait until 
all possible facts and factors have 
been collected, digested, weighed, and 
analyzed twenty years hence. Simi- 
larly, business economists are justi- 
fied in painting with a broad brush, 
and in reaching conclusions on the 
basis of the data currently available 
rather than through definite analy- 
sis. 

But that is not all one should ex- 
pect of business economists. It is also 
the function of the business econo- 
mist, with his close contact with the 
business world, to analyze and point 
out those elements of the current 
economic picture that may prevent 
business from making its maximum 
contribution to the health and wealth 
of the economy of which it is an 
integral part. 

In this volume, the authors have 
been so happily occupied in their 
economic optimism that they have 
either ignored or failed to give proper 
weight to the following factors, which 
could substantially change the opti- 
mistic future they forecast for the 
1960's: 

1. Capital formation. The burgeon- 
ing economy anticipated for the 
sixties will require a tremendous 
amount of capital to put into effect 
the anticipated results of research 
programs, to provide means for ex- 
tracting more raw materials, and to 
replace obsolescent plant and equip- 
ment. The authors give no indication 
of where the new capital is to come 
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from. They take comfort in the fact 
that an increasing proportion of cor- 
porations’ capital expenditures (near- 
ly two-thirds in 1958) comes from 
depreciation allowances. To this re- 
viewer, such a state of affairs is an 
element of danger rather than an as- 
set. Depreciation allowances merely 
represent the value of capital equip- 
ment which is being used up. It is a 
method of maintaining the quantity of 
capital constant, at best, and does 
not add mew capital at all. In fact, 
the inflation of the last twenty years 
has so reduced the value of the pres- 
ent dollar used to buy capital equip- 
ment that the amount of money avail- 
able through depreciation allowances 
is not adequate even to replace the 
worn-out equipment, with the result 
that every dollar of depreciation rep- 
resents a loss in total capital available, 
and must be supplemented by after- 
tax profit dollars merely to keep the 
stock of capital from deteriorating. 
And certainly, depreciation allow- 
ances can never be regarded as a 
source of capital formation. The 
authors do not face up to the ques- 
tion, “Where is the needed expansion 
capital to come from?” 

2. Inflation. The authors make a 
good case for avoiding “disastrous” 
price inflation. But in so doing, they 
are apparently prepared to accept 
creeping inflation, which can also be 
dangerous in the long run. They in- 
dicate their preference thus: “How- 
ever, as between assurance of a slow- 
ly declining price level and a slowly 
rising one, the latter is much to be 
preferred as a tonic to business ex- 
pansion and growth” (page 197). Is 
business growth worth the price of 
economic discrimination against the 
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increasing proportion of the popula- 
tion living on pensions and other fixed 
incomes? 

The authors agree that monopoly 
union power has, in recent years, 
been the root cause of cost-push in- 
flation, but they can suggest no so- 
lution to this problem and do not 
seem particularly concerned about 
it. In view of the heavy costs of creep- 
ing inflation, both to business and 
the public at large, it would seem that 
business economists should take a 
more positive attitude in opposing in- 
flation of the creeping variety, and 
should be among the first to point to 
the danger and suggest roads to a 
solution. 

3. Productivity. One of the factors 
relied upon to offset inflation is the 
anticipated increase in productivity, 
or output per manhour. The authors 
see this increase in output per man- 
hour as the result of tremendous ex- 
penditures for research and develop- 
ment. But output per manhour is only 
a limited concept of productivity, 
since all the factors that go to in- 
crease output per unit of input must 
be taken into account. If this is done, 
increase in output per manhour is 
seen as but a small part of the an- 
swer to increasing costs, since part of 
the increase in productivity must be 
allocated to payment for the capital 
investment which makes the increased 
productivity possible. Recent experi- 
ence has shown that costs Cand es- 
pecially labor costs) have risen more 
rapidly than output, and limiting 
consideration to output per manhour, 
ignoring the costs of new capital and 
the increasing costs of raw materials 
can hardly be expected to lead to a 
solution of the problem. 
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4. Marketing. The authors place 
heavy emphasis on the need for ima- 
ginative and extensive marketing or- 
ganization and techniques in order to 
maintain distribution of the mass- 
produced goods and services flowing 
from our growing economy. This em- 
phasis on marketing raises some ques- 
tions: Why the need for continuing 
growth if extraordinary efforts have 
to be made to dispose of the product? 
Is there virtue in mere growth? The 
concept of consumption as a noble 
function designed to keep the econ- 
omy operating at high capacity seems 
to depart pretty far from the basic 
economic concept that production is 
designed to fill people’s needs. 

The creation of synthetic wants 
has led some marketers to such ma- 
nipulations as those that have recent- 
ly jarred public faith in television 
and the men who guide its destinies. 
Unless busi: ess maintains the highest 
standards »f integrity, in marketing 
as well as all vi‘\er phases of its oper- 
ations, it will jose Cand will deserve 
to lose) public support in all its oper- 
ations. The end result may well be 
so pervasive a form of government 
regulation as to change the basic na- 
ture of our present competitive enter- 
prise system. 

5. Overseas markets. The authors’ 
optinism about the growing foreign 
market for American goods and ser- 
vices seems hardly warranted in view 
of the recent reductions in exports 
and substantial increases in imports. 
In industry after industry, American 
products have been priced out of 
world markets, and foreign products 
have been increasingly invading the 
United States home market. 

This is a condition that can hardly 
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be regarded with equanimity, let 
alone optimism. The authors point 
out the increasing tendency for Amer- 
ican manufacturers to transfer opera- 
tions to foreign countries. Can this 
be regarded as an element of growth 
for the United States economy? This 
reviewer thinks not. 

The answer lies not in protection- 
ism (which the authors oppose) but 
in bringing our costs (including labor 
costs) more nearly in line with those 
of our foreign competitors. And that 
will take some doing. 

To sum up, Mr. keezer and his as- 
sociates have painted a rosy picture 
of the outlook for the American econ- 
omy in the sixties. But in their de- 
termined optimism, they seem to have 
neglected some fairly serious prob- 
lems that could markedly retard the 
progress and stability they envision. 


A MORAL PHILOSOPHY FOR 
MANAGEMENT. By Benjamin 
M.  Selekman. McGraw-Hill 
Book Co., Inc., New York, 
1959. 219 pages. $6.00. 


Reviewed by Melvin H. Baker* 


In analyzing the ethics manage- 
ment uses in dealing with its prin- 
cipal issues, this book spells out and 
clarifies some older concepts and 
cites historical background to support 
some newer ones on employee rela- 
tions. Although his reasoning will be 
labeled “liberal” by some traditional- 
ists, Professor Selekman’s philosophy 
follows current trends. 


“Chairman of the Board, National 


Gypsum Company. 
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Beginning with an investigation of 
the issues that confront businessmen 
in trying to make a profit and still be 
square with certain moral traditions, 
he adheres to the belief that business 
is obligated to its employees and the 
public as well as to its owners. In 
his search for a working philosophy, 
the author dips into Adam Smith, 
Malthus, Ricardo, and Herbert Spen- 
cer—an excursion that leads him into 
the present trend created by the New 
Deal and concludes with the theory 
that business has a moral obligation 
to earn a profit that will sustain high 
employment and, thereby, provide 
income to the community along with 
a proper return on capital. 

Professor Selekman then turns to 
consider the dangers resulting from 
self-righteousness and cynicism on 
the part of managers. A particular risk 
here is the evolution of a class society 
with administration lined up on one 
side and labor on the other. The 
tendency of many managers to claim 
the credit of productivity and place 
all the blame for inflation on labor 
may well aggravate this situation. But 
intolerance and lack of understanding 
are perhaps at the root of the trouble. 

A third section of the book covers 
the technical and practical aspects 
of business. Here, Professor Selekman 
points out that a company must be 
well run if it is to survive, and that 
a failing business has little chance of 
achieving its moral purpose. 

Going on to discuss power groups, 
Professor Selekman shows how the 
corporation groups of investors, di- 
rectors, and executives are countered 
by the union groups of individual 
workers, policy boards, and union 
officials. As we all know, the unions 
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have become extremely adept in deal- 
ing with human emotions and in 
securing public favor and good will. 
Thus, power is pitted against power, 
and management must cultivate ade- 
quate qualifications if it is to ho’d 
its own. 

How business can meet both the 
economic and sociai requirements ex- 
pected of it constitutes an important 
and unusually interesting section of 
the book. What's required here, says 
the author, is balanced planning, 
since over-commitment in any one 
segment may result in under-con- 
sideration for something more im- 
portant and ultimately result in fail- 
ure. The one element that must be 
preserved at all costs, however, is 
justice. Even though a business may 


not be able to live up to all aspects of 
the moral code, it can at least retain 
its integrity. 

In his search for a reasonable 
moral approach for both management 
and labor, Professor Selekman brings 
out other social and economic ideas 
that professional managers will find 
of value in their attempts to solve the 
many complex problems involved in 
successfully operated business. 
While his views may not find uni- 
versal agreement, his brilliantly for- 
mulated statements, drawn from a 
background of 25 years as student 
and teacher in labor relations at Har- 
vard, in addition to his vast experi- 
ence as a consultant and arbitrator, 
make his book highly recommended 
reading for top management. 
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THE BEGINNING OF MARKETING 
THOUGHT IN THE UNITED STATES: 
(Studies in Marketing No. 3). By Paul 
D. Converse, Bureau of Business Re- 
search, The University of Texas, Austin, 
Texas, 1959. 89 pages. $1.50. 


THE SELECTION OF RETAIL LOCATIONS. 
By Richard Lawrence Nelson. F. W. 
Dodge Corporation, New York, 1959. 
422 pages. $9.00. 


THE HUCKSTER’S REVENGE. By Fred 
Manchee. Thomas Nelson & Sons, New 
York, 1959. 301 pages. $3.95. 


SUCCESSFUL STORE ADVERTISING. By 
Kenneth Collins. Fairchild Publications, 
Inc., New York, 1959. 46 pages. $1.75. 
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RETAIL ADVERTISING SALES 
PROMOTION. (Third Edition.) By 
Charles M. Edwards, Jr. and Russell 
A. Brown. Prentice-Hall, Inc., Engle- 
wood Cliffs, N. J., 1959. 705 pages. 
$7.95. 


FUNDAMENTALS OF SELLING. (Seventh 
Edition.) By John W. Wingate and 
Carroll A. Nolan. South-Western Pub- 
lishing Co., Cincinnati, Ohio, 1959. 
684 pages. $3.40. 


AN INTRODUCTION TO BUSINESS IN- 
VESTMENT ANALYSIS. By George Ter- 
borgh. Machinery and Allied Products 
Institute, 1200 18 St. N. W., Wash- 
ington 6, D. C., 1958. 34 pages. 50 
cents. 
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BUDGETARY CONTROL. (Project No. 
172.) The European Productivity 
Agency of the Organisation for Euro- 
pean Economic Co-operation, 1346 Con- 
necticut Ave., N. W., Washington, 
D. C., 1959. 65 pages. $1.00. 


FUNDAMENTALS OF ACCOUNTING. 
(Fourth Edition.) By Perry Mason 
et al. Henry Holt and Company, New 
York, N. Y., 1959. 910 pages. $7.50. 


ENGINEERING AND ORGANIZATION. 
By Everett Laitala. Richard D. Irwin, 
Inc., Homewood, Ll., 1959. 391 pages. 
$7.20. 


CORRECTION: The Ellsworth Publishing 
Company, publishers of RECORDS RE- 
TENTION: A Practical Guide (listed in 
our December, 1959 issue) is not lo- 
cated in New York City, but in Syra- 
cuse, New York. 


AMA CONFERENCE CALENDAR 


FEBRUARY- APRIL, 1960 


DATE CONFERENCE LOCATION 
February 15-17. Mip-WINTER PERSONNEL Palmer House 
CONFERENCE Chicago 
February 24-26 SpreciAL RESEARCH AND Drake Hotel 
VELOPMENT CONFERENCE Chicago 
February 29- StxtH ANNUAL Data PROCEss- Statler Hilton 
March 2 ING CONFERENCE Hotel 
New York 
April 4-6 291TH NATIONAL PACKAGING Convention Hall 
CONFERENCE AND and 
April 4-7 EXPOSITION Shelburne Hotel 


April 11-13 


DIsTRIBUTION MANAGEMENT 
CONFERENCE 


Atlantic City 


Fairmont Hotel 
San Francisco 


To register or to obtain additional information on any of the conferences listed above, please 
contact Department M2, American Management Association, 1515 Broadway, New York 36, N.Y. 


THE MANAGEMENT REVIEW 
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Would other managers in your company profit 
from reading THE MANAGEMENT REVIEW? 


"The Management Review is the 
keystone of my personal infor- 
mation program." 


You may feel as this manager does — 
since you are now reading THE MAN- 
AGEMENT regularly. 


Are there other managers in your com- 
pany who would also profit from read- 
ing this major AMA publication ? 


The Review helps you to keep up with 
the new and significant ideas that shape 
your company’s growth and your own 
personal development. 


Would your associates also use the 
timely and concise articles in the 
Review to keep up— and keep ahead— 
despite the pressures of time and work? 


They can receive the Review regularly 
too. AMA member companies can ob- 
tain subscriptions in addition to those 
they already receive through their 
membership. The special member sub- 
scription price is $7.50 a year for these 
additional subscriptions. Quantity dis- 
counts are also available. 


For more information write to Department 
M2, American Management Association, 
1515 Broadway, New York 36, New York. 
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e During the years that | have been a member 
of AMA, my responsibilities within our company have 
changed. I find that the AMA publications and meeting 
announcements I receive are no longer closely related to 
my current interests. Can this be corrected? 


: A, Yes, it usually can be. All members are 
registered in one or more of AMA’s ten Divisions: 
Finance, General Management, Insurance, International 
Management, Manufacturing, Marketing, Office Manage- 
ment, Packaging, Personnel, and Research and Develop- 
ment. It is these enrollments which determine the 
publications and announcements which members receive. 
When his duties undergo change, a member should re- 
examine the Divisions in which he is enrolled to see 
whether different or additional Divisions would be helpful 
in carrying out his new responsibilities. 

Information on the subject areas covered by each of the 


Divisions and assistance in adding to or changing enroll- 
ments can be had from AMA’s Membership Department. 


- if you have any questions about AMA's program or policies, please submit them to 
AMA's Member Service Section. All inquiries will be answered promptly. Those ques- 
tions of most general interest will appear in this feature in subsequent issues of The 
Management Review. 
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